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TRAINING FOR LEADERSHIP IN A DEMOCRACY 
BY WALLACE BRETT DONHAM 


The great end of life is not knowledge but action—Huzley 


URELY no great democracy can 
persist in the constant flux of this 
intricate world unless on the whole 
electorate chooses rulers and repre- 
tatives as they would be chosen by 
of reasonable skill and judgment, 
| these rulers and representatives act 
reasonable wisdom and common 
nse. Our forefathers, under the simple 
nditions of the old-fashioned neigh- 
od, looked on the common school 
stem as one essential foundation for 
in electorate, and indeed it did its 
well. We assure ourselves that 
iss education capped by college and 
‘rsity training for leadership will 
ntinue to safeguard democracy. Does 
e quality of the electorate trained in 

schools or the vision and skill of 
llege-trained leaders justify this 
The neighborhood has lost both sim- 
ity and unity. The railroad and the 
teamship have shortened into weeks or 
ys the months or weeks required to 


move men or goods, and now the air- 
plane shortens days to hours. The 
newspaper, the telegraph and cable, 
and the telephone spread before the 
nation happenings at home and abroad 
more rapidly than news spread from 
village to village 100 years ago. Radio 
and radio telephone annihilate space. 
Sound pictures do their dramatic part. 
Always the emphasis is on excitement, 
on emotional appeals. There is no place 
for calm contemplation, no time for the 
process of emotional and intellectual 
digestion on which perspective depends. 
Yet these modern improvements in 
transportation and communication 
were hailed as precursors of better 
national organization and of world 
peace because, we were told, they make 
the whole world one neighborhood. 
Such simple generalizations are unreal. 
There are blacks and grays as well as 
whites. The whole globe is one neigh- 
borhood, but intimacy fails to give 
understanding or bring peace. The fact 
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that proximity does not assure coopera- 
tion is an economic truism, the wider 
social implications of which are curi- 
ously overlooked. A real neighborhood 
row is always peculiarly bitter. 


School and University Training under 
New Conditions 


The problem of training an electorate 
has lost its simplicity. The common 
school system is necessary, but old 
methods fail to assure the foundation 
for an electorate which will act sanely 
or for national unity. The demagogue 
flourishes, sectionalism grows. Not only 
among nations, but among regions of 
this nation discord increases constantly. 
Great undefined strains result from the 
heterogeneous mixture of peoples and 
types in any great American city. Sense 
of responsibility is lost within a multi- 
tude of American families and divorce 
becomes a habit. All over the nation 
religion loses its hold. The truth is that 
it takes more than facile communica- 
tion to make an old-fashioned neighbor- 
hood, and more than intimacy of 
contact to assure the harmonious func- 
tioning of a social organism. Indeed 
intimacy of contact among peoples or 
individuals not held together by power- 
ful social ties breeds strife rather than 
harmony. Modern methods of com- 
munication, by substituting emotional 
excitement for calm reactions, create 
great new national and international 
problems. 

If education holds the answer, it will 
not be found in conscious efforts to 
train conservatives or liberals, or in 
restrictions on freedom of speech. No 
such methods can sustain a great 
democracy. The burden does lie heavy 
on universities to discover and give 
students a better understanding of the 
elements which bring social coherence 
and of the conditions under which 


leadership may contribute to the s1:. 
bility and progress of a free people. T). 
common school will not devise sy¢) 
methods, and no oath of fealty yj) 
accomplish the purpose. Up to the 
present time universities have not pre- 
pared these schools or their own gradu. 
ates to understand and deal with such 
questions. 

It is by no means sure that the com. 
mon schools and universities evep 
working together can do enough. The 
very ease and speed of communication 
may intensify difficulties beyond the 
breaking point. The radio carries jts 
emotional appeal to whole nations and 
the voice stirs great masses. ‘The im- 
pressive effects gained by President 
Roosevelt in his “fireside chats” are 
not explainable as results of his appeal 
to the mind; they depend rather on 
his skill in playing on emotions. The 
curious views of such leaders as Father 
Coughlin, the late Senator Long, or Dr. 
Townsend gain their strength because 
discontent makes man ready to respond 
to emotional appeals and to question 
routines, habits, customs, institutions, 
and men, while political change throws 
many old routines into flux and still 
further weakens social controls already 
seriously jeopardized. Such leaders 
would hardly influence so many i! 
listeners examined critically their prem- 
ises and reasoning. Their appeal is to 
the emotional background of insecurity 
and discontent. It would not occur to 
any one of them to present sober issues 
soberly. 

Under conditions like these, where 
emotions are easily swayed, personali- 
ties become more important and totally 
unpredictable human behavior becomes 
the greatest variable in our social equa- 
tions. Contrast, for example, the elec- 
tion speeches of Mr. Roosevelt with his 
behavior as President, and stop for 4 
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nt to consider the social changes 
unconsidered by the American 
which emotional appeals sup- 
these new attitudes have 


ought about. These social changes 
mpel revision of many economic and 
isiness concepts, just as the psychol- 
the patient often determines 
d 7 ry 
lical procedure. We become more 
re dependent on the whims of 


, 
adders. 


in universities must meet new 
-onditions. We must shift away from 
ir present emphasis on training men’s 
‘nds to understand and use logical 
rational processes. The trained 

d is not an adequate basis on which 
build social stability and progress. 
\Ve are over-rational in our approach. 
We assume in our training that men’s 
havior is governed by their minds. 
[he assumption is generally false. We 
ist realize more clearly that so long 

; human nature remains what it is and 
ial organizations are made up of 
man beings, desire will inevitably 
itrun performance. Emotions and 
timents are always more powerful 
forces than thought. Strong 

ial routines, institutions, habits, 
traditions, and customs are the only 
methods except brute force which keep 
men’s emotions within bounds, inte- 
grate society, and ward off chaos. They 
lone preserve the basic stability which 
iows the use of intelligence toward 
attaining an evolutionary progress. 
(hey alone give promise of more ra- 
tional attitudes in society. Direct ap- 
eals to emotion are most successful 
when social routines are weak. Indeed, 
if social routines are too weak, only 
using emotional appeals 

backed by force can rebuild society, 
| their only chance of success is 
rough rebuilding old or building new 

| routines. If universities are to do 
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their part in keeping the stability which 
is essential not only to the improve- 
ment but to the continuance of our 
social system, we must train our grad- 
uates to understand social routines and 
their relations to the emotional nature 
of men. The best intelligence, if it 
fails in this basic understanding, is 
peculiarly dangerous. Programs of po- 
litical or social activity not founded on 
such understanding may readily be 
destructive to society. The most serious 
defects of our current politico-social 
experiments arise from complete failure 
to realize the significance of these social 
routines. 

Given human nature as it is, educa- 
tion at its best may contribute to an 
understanding of these social forces and 
add in some slight degree to the coher- 
ing forces in society. By so doing it may 
strengthen the thin veneer of ration- 
ality which overlies the crossgrained 
and knotty foundation of human emo- 
tions. By strengthening traditions and 
loyalties it can help keep emotional 
reactions in predictable form, and thus 
lay the foundation on which organized 
social life may be a continuous evolu- 
tion rather than a series of catastrophic 
changes. In this troubled time while 
the world tries to live down the Great 
War and we struggle with a serious 
depression, the need is great. Discon- 
tent resulting from economic distress 
may cause the routines on which social 
security rests to swell, buckle, and split 
in pieces. 

Education at its worst contributes to 
these disruptive tendencies. Inside our 
schools and universities as well as out- 
side it is easier and more dramatic to 
criticize than to construct. Too often 
we not only ignore human emotions 
and modes of stabilizing them but, un- 
conscious of the emotional nature of 
our own reactions, we offer the student 
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rationalizations and wishful thinking 
as substitutes for thought. In too many 
cases our thought, sometimes from 
ignorance of reality and its difficulties, 
sometimes from failure to face unpleas- 
ant facts and to revise our theories 
accordingly, proceeds on false premises. 
The effort involved in selecting facts to 
prove a point of criticism is far less than 
the effort required to face mental 
readjustments made necessary by the 
constant pressure of new facts. Since 
we all disapprove and dislike many 
aspects of our social life, we are in a 
hurry to change them. We readily for- 
get the vast importance of social cus- 
toms and institutions and the intricate 
web of their relationships. In the name 
of reform we seek their destruction 
rather than their preservation and im- 
provement. Too often we hunt personal 
devils rather than the social forces 
which create these personal devils. We 
rarely face honestly the antisocial and 
disrupting consequences which would 
so often result from the reforms we 
advocate. If such detachment from 
reality continues, there is great danger 
that our university social sciences may 
themselves be destructive rather than 
constructive. The practical difficulties 
in the way of any reform program, even 
when it searches how to preserve, con- 
struct, and improve, are often great. 
Changes made or advocated with the 
best of intent may be destructive in 
their unforeseen practical consequences 
and force further adjustments. Cotton 
control spreads to potatoes. 


The Appeal of Radical Theories 


It is characteristic in these disturbed 
times that radical social theorists using 
modern means of easy communication 
present to the mass of our people color- 
ful panaceas, wholly unrelated to 
reality and wholly unattainable. Their 
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conservative opponents, snarled j, 
doubts about the rightness of what is 
defend existing institutions only ;, 
private or put themselves in a wea) 
and untenable public position. Super. 
ficially it appears that any concession 
may assure complete defeat. When the 
conservative does talk he too oftey 
fights a series of rear-guard actions a: 
his weakest points. He never bring; 
up his main forces. By the very weak. 
ness of his defense he repels the great 
and equally inarticulate group of evolu- 
tionary liberals who would so readily 
join in the fight to preserve what is best 
in our past. 

It is easy to understand the strength 
of the demagogue and his picturesque 
appeal. There are many conceivable 
organizations of society. Unfortunately 
no way has ever been discovered to get 
from what exists to the social order of 
which one dreams. A_ new logic for 
society may be soundly developed from 
chosen premises and the _ proposed 
scheme of things may seem preferable 
to what we have, but the steps in any 
planned general reconstruction are in 
fact too complex for understanding and 
the transition from what we have t 
what we plan is impossible to control. 
Yet the agitator picks his new logic at 
will, and decorates it with such in- 
triguing qualities as his mind and the 
response of unthinking and emotional 
contemporaries may suggest. The diff- 
culties of carrying any such plan int 
effect he glosses over or forgets. He 
ignores the human evils which woul 
arise in practice under any new plan a: 
surely as evils exist under the present 
system. Such dreamlands he sets forth 
as alternatives to selected aspects 0! 
our imperfect present system which he 
disapproves, and blithely assumes that 
other values in our present society wil. 
continue unchanged. He rarely grasps 
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‘errelationships which tie society 
and ignores completely the 
lutionary adaptations which 

them work. Any aspect of the 

r of the present he decries, claims 

new system, or leaves out of 
as may be most convenient 

e particular occasion. If the 


me meets criticism which disturbs 
listeners, he can and often does 


it on the spot. Proponents of 
rinted Utopias meet none of the 
sing obstacles faced by men at- 
ing to improve present reality. 


times of stress such Utopian appeals 


particularly enticing. They always 


eir strongest appeal when social 
es are maladjusted and emotional 
lations are stirred by discontent. 
particularly, politicians bent on 
) and aided by every modern 
of quick communication are 
irresistibly tempted to ignore 
il dificulties and appeal to the 
of voters by attractive sounding 
ily impractical schemes. The 
school system can give little 
appraisal. The voter is con- 
nd unable to separate the wheat 
the tares. Yet such plans once 
rked on may even in their failure 
what we have. 


{ight now, discontent makes it easy 


get the long successful struggle for 
ethical standards, for personal 
and religious liberty, for free 
and the freedom of the press, 
mfortable living and freedom 
lrudgery for the mass of our 
e. Yet if our failure to maintain or 


in security during these last years 


is to think of our whole past as a 
ke, we may in our haste lose our 
precious heritages by sheer over- 
by the naive assumption that 
idual_ responsibility and_ self- 
, personal freedom and religious 


liberty once attained maintain them- 
selves. The slowness with which we 
emerge from this business depression is 
surely caused in part by the very multi- 
plicity of changes in social routines 
undertaken in the name of reform. 
Unless we struggle constantly to keep 
our emotional sanity, this country may 
readily become the arena of class and 
race strife. The asset values in our 
three centuries of history are not only 
imposing in their sum total, but if we 
have patience, they offer hope to all 
classes in society. On the other hand, 
if we hurry too much, if we change too 
many things at once, we may destroy 
this hope for all and turn the present 
effort to build a free people on unique 
economic possibilities into a struggle to 
overlord and control other men. 

Necessarily such problems are politi- 
cal and social as well as economic. Our 
government is badly equipped to plan 
public policies involving complex busi- 
ness and social situations or to handle 
intricate administrative problems re- 
quiring trained, experienced leadership. 
Yet the very weakness of social routines 
and the impressive growth of discon- 
tent put heavy burdens on men in 
government service. It is almost im- 
possible to formulate sanely and to 
carry out wisely any program involving 
the relation of government to economic 
problems. Reform readily descends to 
sentimentality or offers sops to pressure 
groups; administration easily becomes 
discordant, and destructive to the 
social routines on which all chance of 
stability and progress in a democracy 
depends. 
Meeting Present Economic and Govern- 

mental Problems 

The conservative who points out 
these difficulties is attacked as a reac- 
tionary or Tory interested in frustrat- 
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ing progress and preserving present 
evils in his own selfish interest. Often 
the only effective thing he can do is to 
wait for the reaction of disillusionment. 
‘The true liberal, like the conservative, 
finds himself also at a loss. His aim is 
an orderly evolution. He recognizes the 
vast difficulties inherent in human 
nature, its emotions and sentiments, 
and the time required to preserve or 
develop social habits and loyalties 
which will modify or direct these con- 
structively. In many cases he under- 
stands the significance of customs and 
institutions as means of attaining an 
orderly evolution. But programs which 
take into account the sober limitations 
in scope and in time imposed by recog- 
nition of such factors lack the color of 
panaceas and are hard to explain to the 
multitude. Modern methods of instan- 
taneous appeal are therefore less effec- 
tive for him than for the demagogue. 
Moreover, the liberal finds it difficult 
to retain even his name. Radicals try- 
ing to minimize fears and opposition 
often go their way garbed as liberals. 
But frank seekers of revolution are a 
tiny minority among those whose ac- 
tivities behavioristically considered lead 
down the road to revolution. It is a mis- 
take to attribute bad faith to more than 
a few of those who in the garb of liberals 
advocate rapid changes in established 
social customs and institutions. Many 
of this group act in good faith but with 
wholly inadequate understanding of 
logical and practical difficulties in the 
way of reform, of the significance of 
institutions and loyalties and routines, 
or of the utter inability of men advo- 
cating panaceas to plan effectively for 
their accomplishment. They fail to 
realize that efforts to create a compre- 
hensive planned reordering of society 
can succeed only in destroying the old. 
Too many conditions of flux, too near 








an approach to chaos will follow the 
wholesale substitution of new mecha. 
nisms for present customs and instity. 
tions, or even efforts at comprehensive 
reform. Therein lies the danger of the 
President’s preference for reform ove; 
recovery and of the vast and multi- 
farious changes advanced by the New 
Deal. The glamour of Utopias js so 
great and the discontent with present 
conditions so human that the true |ib- 
eral seeking slow and orderly reform js 
in danger of being forced out of exist- 
ence. It becomes more and more clear 
that his only option in efforts to regain 
national stability is, on the one hand, 
to join the conservative in defense o! 
the past, trying to slow down change 
and strengthen the inherent forces of 
rehabilitation; or, on the other hand, 
to throw his lot in with the present wild 
gamble with our future even though h 
knows that many variables introduced 
suddenly into a social situation can 
work out into order and social equilib- 
rium only by Act of God. 

At the present moment only one of 
these positions appears to offer hope of 
success; namely, to oppose new changes 
and so far as possible to give society 
time to readjust itself. Disillusionment 
is sure to come and reaction is the nor- 
mal product of disillusionment. When 
disillusionment comes, the power of the 
demagogue must lessen and the politi- 
cal forces which intensify change bow 
before the strength of old routines and 
the instinct of self-preservation or we 
shall be in chaos. 

Nevertheless, if reaction is long de- 
layed, the damage to society may be 
irreparable. Already our simultaneous 
experiments with many social variables 
may have started a series of violent os- 
cillations between radical panaceas ane 
stand-pat conservatism. There is grave 
reason to doubt whether democratic 
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-itutions can survive the constant 
-bance to customs, habits, and in- 
ns which would inevitably ac- 
such extreme changes of 
universities must train many 
eadership who understand the 
ture of social stability, the danger of 
eaking many routines simultaneously, 
the necessity of constant efforts to 
ish new routines to take the place 

: which become weakened. Now 

to do this because we are over- 
over-logical, and far too im- 

nt to secure results quickly. We 

{ too much on logical plans and 
ittle on necessarily slow processes 
ling routines and stabilizing 
emotions while such plans are 
ough. The emotional side of 

nature as the foundation of 
roblems is underestimated or 

red. Even in our logic we are sub- 
attack. We think too much of 
tant future and study too little 
limitations on intellectual processes 
h restrict our ability to deal with 
iture. Foresight in any general 

or any long period ahead is im- 
The variables are wholly out 

ntrol and many are unknown. 
tional planning based on such fore- 
is beyond the capacity of men. 
very impossibility of reliance on 
ieral foresight compels more atten- 
n to things immediately ahead. To 
lor distant Utopias is to stop 
king, and efforts to attain Utopias 
efforts toward chaos. Attempts to 
society into novel and distant 
rms distract attention from immedi- 
and more practical objectives. The 
job is the evolution of this society, 
creation of social novelties. Yet 

b is impossible unless funda- 
social stability is maintained. 


sound attractive but the 
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search for them may destroy essential 
stability and thus destroy our democ- 
racy. Chaos inevitably breeds dictator- 
ship in some form. 

We should devote more educational 
effort to giving the students an under- 
standing of the part played in social 
situations by human emotions, and to 
strengthening old and developing new 
routines which will lead to contentment 
in great masses of people. If we can cope 
with the human problems, methods of 
making secure both life and property, 
of removing fears so far as possible, of 
protecting men in their opportunity to 
work, and of raising material standards 
of living for all are well within our 
grasp. But we must seek them patiently 
by perfecting and strengthening the co- 
hering forces in our present society and 
by dealing with maladjustments as 
they occur rather than by attempting 
wholesale panaceas. The causes of mal- 
adjustments are bound in most in- 
stances to elude us, just as the causes 
of infectious diseases eluded the phy- 
sicians before Pasteur. Our primary 
jobs are to maintain enough strong 
social routines to keep our stability and 
to preserve a moving equilibrium by 
making compensatory adjustments and 
building new routines which cure difh- 
culties or prevent their recurring. The 
desirable but generally illusory under- 
standing of causes is secondary. ‘The 
study of causes is worth while princi- 
pally for the light it throws on methods 
of adjustment, and for the limited aid it 
gives in prevention of maladjustments. 


Training for Administration 


Problems of social stability are not 
easy problems to be solved in a few days 
by expert and facile legal draughtsmen, 
nor do they respond to pious wishes or 
lie within superficial applications of the 
Golden Rule. Because they are severe 
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intellectual tasks, the universities have 
a part. We must not only improve our 
methods of formulating policies in both 
business and politics but we must train 
men who are skillful in relating reform 
and progress to the stability of society, 
and loath therefore to weaken social 
routines. We must face limitations im- 
posed in part by the weakness of human 
intellect and the impossibility of getting 
or foreseeing facts, but even more by 
the emotional nature of mankind. We 
need more attention to the theory and 
practice of administration, to the na- 
ture of the problems which arise when 
policies must be determined and action 
taken. 

I recognize fully the risk that I may 
be accused of over-valuing mere method 
and approach and of under-valuing 
whatever is included in the much 
abused word “‘principles,”” and that I 
may be accused of generalizing too 
widely from a method which in my own 
university environment has been tried 
and found successful. Nevertheless, I 
hazard the statement that one way to 
train men for administration is by the 
case system and that so far as I know 
there is no other classroom method 
which compels students to go through 
the mental processes involved in 
administration. 

The case system of teaching adminis- 
tration, as I use the term, starts with a 
report of facts pertinent to a social, 
political, economic, or business situ- 
ation which involves action. Except 
when immediate pedagogic objectives 
prevent, these facts are chosen without 
excluding pertinent facts because they 
do not lie within the scope of some 
particular social science. As rapidly 
as the student can be prepared to do so, 
he is asked in and out of the classroom 
to struggle with the problems as if he 
were the one who must both determine 


policy and act. To me these processes 
of determining policy and acting are 
administration. They are not antitheti: 
to theory and principles because the 
wise administrator must use theory 
and principles in determining both 
policy and action. They are antithetic 
to both “theory” and “principles” 
when either is so feeble that it wil! 
not stand the test of determining pol- 
icy and acting under the particular 
circumstances which surround a spe- 
cific situation. 

At this point water-tight compart- 
ments of university specialization and 
theories founded on the selected jiso- 
lation of facts easily break down. To: 
often the facts which control action are 
excluded from the equations and theo- 
ries. Specialized thinking is rarely a 
sufficient foundation for concrete de- 
cisions involving action. The social 
scientist cannot often form sound ad- 
ministrative judgments solely on the 
basis of elements which he has picked 
out of the welter of things because they 
relate directly to his particular spe- 
cialty. Unless he constantly reappraises 
his premises in the light of surrounding 
change and considers many related fac- 
tors, his judgments will more frequent} 
be wrong than right. In all general situ- 
ations where social or business decisions 
must be made, grasp of relations 1s es- 
sential. The specialist’s choice of facts 
does not in truth isolate them from the 
social structure. For this reason hi 
conclusions have neither necessary nor 
probable validity on questions of policy 
which involve action. Some category 
which his artificial isolation excludes 
not only may but almost surely wil 
modify or destroy their applicability. 
Indeed such considerations often keep 
the limited conclusions from having 
value even as a premise for broacer 
generalizations within the specialty. 
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e from a specialized field 
fatal break with reality, and 
int where action must be taken 
suently invalidates the whole 
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Such considerations account for 
otherwise incomprehensible, 
150 years economists have 

ee traders, and for 150 years 

rid, except England, has been 
nist. 
t advocating less specialized 
and specialized teaching. Quite 
trary. To weaken our specialized 
on facts underlying social prob- 
uld be a great loss. Indeed, 
esearch in the Social Sciences 
be strengthened by far larger 
es. I am, however, suggesting 
specialists both define and 
re clearly those limitations on 
pecialized points of view which 
faced when action in social 
ns is taken through human be- 
further, that the general sub- 
not merely as 


ee 


.dministration, 
h of learning” but as one essen- 
training men for action, receive 
ttention from more men on our 


annot use the logic or the method 
ysical sciences. In these fields 
s build brick on brick until their 
te walls of knowledge meet and 
in the more rarified atmosphere. 
cial sciences whenever admin- 
ive problems are faced, each field 
ialization, except history at its 
is a quicksand under the foun- 
ns of every other specialty when- 
h specialties attempt to lay 
rinciples based on their own 
ive isolations of facts. Indeed 
decisions involving action must 
ed, the foundations for such de- 
can rarely be made strong even 
lating conclusions reached in the 
fields. Integrations and cross 


ties must start at the bottom and take 
into account so far as possible all facts 
present when the decision must be 
made. 

The present emphasis on artificial 
subdivisions of knowledge and on spe- 
cialized thinking and teaching in uni- 
versities, technical schools, and colleges 
and the relative neglect of administra- 
tive problems involving action have a 
dangerously narrowing effect on grad- 
uates of these institutions. While we 
may and frequently do arouse the intel- 
lectual interest of students in a con- 
siderable variety of subjects intimately 
related to the civilization of which they 
are a part, we pay almost no attention 
to the web of cross ties among these 
subjects. Asa result our graduates leave 
us without having formed the habit of 
seeking wide generalizations related to 
diverse variables in the social situations 
which surround them. Because they 
lack both habits and methods which 
lead them to seek generalizations, they 
become, after they leave us, specialists 
themselves and make decisions without 
the guides to action within their special 
fields which wider viewpoints might 
give. Yet such guides are of fundamen- 
tal importance to their active life. If 
they possessed them, their decisions 
would be far safer for society. The more 
important the position of leadership 
they attain, the more vital such powers 
become. To develop them as we must, 
the artificial dividing lines between 
social sciences must in large measure be 
broken down. Specialized training must 
be both counteracted and supplemented 
by training which brings in the widest 
social implications. Otherwise men will 
not be trained to meet the problems 
faced by public and private adminis- 
trators. The failure of both business 
and political leadership to rise to the 
heights needed in this depression has 
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its roots, I believe, in this failure of our 
universities to prepare them broadly 
for the world of affairs. 

The only way these things can be at- 
tempted in our universities without 
resulting in a vast amount of sheer un- 
realistic sentimentality is, I believe, by 
paying more attention to the great in- 
tellectual field of administration. There 
theory and action must meet; there de- 
cisions must be efforts to do the best 
one can under all the circumstances. 
The administrator must integrate, de- 
cide, and act. If he is to be effective or 
even to avoid being positively danger- 
ous, he must be realistic. Our graduates 
must decide and act if they are to lead, 
and they need training directed to these 
ends. They cannot overspecialize with- 
out heavy penalties to themselves and 
to society. The intellectual problems in 
this world of affairs, whether public or 
private, are of great difficulty and im- 
portance. We need more teachers who 
can prepare students, in spite of un- 
conquerable limitations, to use as best 
they may their several capacities in that 
world of action; more teachers who face 
constantly the mental readjustments 
forced by the flux of events in and out 
of their specialties and by so doing 
equip themselves to train students to 
make similar readjustments. 

Now the great questions faced by 
men of affairs, the necessity of prepar- 
ing for the unforeseeable and of acting 
when comprehension of forces at work 
is impossible, receive almost no atten- 
tion from the society of scholars. We 
constantly ask for more time, for more 
facts, for more statistics, and put off 
for a century the time when under- 
standing will enable us to cope effec- 
tively with current problems. That 
time will never come by accumulating 
data. Understanding of contemporary 
problems can never be adequate. 


Decisions must be made and acti, n 
taken by and through emotional humay 
beings. These decisions must be made 
from day to day and policies decided 
upon must be carried out from day to 
day. I do not suggest that we seek only 
palliatives, but rather that we recog- 
nize both the limitations imposed by 
the world in which our graduates must 
live and act, and the intricate web of 
related facts with which they must deal. 
We must give graduates also a better 
understandirg of the complexities jn- 
volved in carrying out policies through 
human organizations. If they had this 
understanding, political leaders would 
be less ready to initiate far-reaching 
plans which require harmonious codper- 
ation of great aggregations of men. It 
is natural that we in universities should 
underestimate the difficulties of build- 
ing great organizations into smooth 
working machines, for we have little 
occasion to live through these difficul 
ties. Yet an alarming proportion of the 
failures of the New Deal find their roots 
in administrative deficiencies, or in at- 
tempts to do things which are adminis- 
tratively impossible. A great human 
organization is in itself a social organism 
dependent for its proper functioning on 
the existence of a vast number of social 
routines. Such organisms cannot be 
extemporized. 


The Task Facing University Training 

So far as my observations go, most 
men trained in our universities go out 
into the world of affairs with no effec- 
tive understanding of the emotional 
nature of men, of the fact that social 
order depends more on social routines 
than it does on intellectual processes, 
of the nature of the intellectual proc- 
esses involved in defining socially 
sound policies and translating these 
into action which fits the current flux 
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noring the political and social back- 
ground, or on political failures with 
similar unfair overemphasis on this 
phase of our social catastrophes. Such 
tendencies are of fundamental impor- 
tance to the endurance of a democracy, 
for attitudes so taken may affect the 
foundations of social order and deter- 
mine whether education can in fact 
train selected men for leadership in our 
democratic society. The only antidote 
I know lies in persistent efforts to try 
our own hands in defining policies in 
the light of all the circumstances. The 
task imposed is not beyond our capac- 
ity. In an essentially similar field, the 
medical schools of the country are do- 
ing a first-rate job of training men to 
think and act. 

If education is to safeguard democ- 
racy, there must be more attention in 
our colleges and universities to the 
theory and practice of administration. 
This means more attention to situ- 
ations where action must be taken. 











THE AAA AND TVA DECISIONS 


BY HOWARD L. BEVIS 


HEN the Supreme Court speaks, 

nowadays, business holds its 

breath. Each successive New 
Deal decision may become a new point 
of departure in business policy, and 
conning the Court’s opinions has be- 
come almost as habitual with business 
men as with lawyers. Two recent deci- 
sions have especially challenged the 
thought and stirred the emotions of 
business people—the AAA! and the 
TVA? decisions. 

What premises do they supply for 
future business reasoning? 

In the Schechter (NRA) case* the 
Court had held that presidential ap- 
proval of codes of fair competition 
which undertook to regulate wages, 
hours, prices, and numerous details of 
management in industry, was without 
constitutional authority. Not only was 
this uncircumscribed power to make 
new rules for business held, in Cardozo’s 
phrase, to be “delegation running riot,” 
but the attempt to bring within the 
definition of “interstate commerce” 
every business activity which proxi- 
mately or remotely affected such com- 
merce was decisively repudiated. “‘In 
determining how far the Federal Gov- 
ernment may go in controlling intra- 
state transactions upon the ground that 
they ‘affect’ interstate commerce,” 
said the Chief Justice, ‘‘there is a neces- 
sary and well-defined distinction be- 
tween direct and indirect effects. The 
precise line can be drawn only as indi- 
vidual cases arise, but the distinction 
is clear in principle.” ‘‘To find im- 
1 United States v. Butler, 56 Sup. Ct. 312 (1936). 

2 Ashwander v. Tennessee Valley Authority, 56 Sup. 
Ct. 466 (1936). 
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mediacy here,” added Cardozo, “is tp 
find it almost everywhere. If centripetal 
forces are to be isolated to the exclusion 
of forces that oppose and counteract 
them, there will be an end of oy; 
Federal system.” 


The AAA Decision 


This threat to the Federal system 
contained in the “‘code”’ regulation of 
industry and intrastate commerce was 
repeated in intensified form in the Agri- 
cultural Adjustment Act. Interpreta- 
tion of the interstate commerce clause. 
broad though it be, has still palpable 
limitations. It might, indeed, had Mar- 
shall’s lead been followed, have been 
expanded to include commerce in the 
wider sense; instead, it has been juci- 
cially held fairly close to the concept of 
transportation. In either view, how- 
ever, its expansion to include all of 
industry as well as all of commerce runs 
counter to the promptings of common 
sense. But the AAA, in theory, was 
more broadly based. It rested on the 
power to tax. 

“The Congress,” says the Constitu- 
tion, “‘shall have power to lay and 
collect taxes, duties, imposts and ex- 
cises, to pay the debts and provide for 
the common defense and general wel- 
fare of the United States; but all duties, 
imposts and excises shall be uniform 
throughout the United States.” 

This vital taxing power has been de- 
termined, through a long line of deci- 
sions, to be capable of almost universal 
incidence. And the fact that a tax law 
34. L. A. Schechter Poultry Corporation v. United 


States, 295 U. S. 495, 55 Sup. Ct. 837 (1935)- 
4U. S. Const. Art. I, Sec. 8. 
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consequences other than the sion without logical difficulty. Denying 
of revenue has frequently _ the contention of the government that 
eld to be no limitation on the _ the taxing feature of the Act ought to 
wer of Congress to enact it. Only _ be considered apart from its distribu- 
re the Court was able to say that tion features, Justice Roberts declared 
ect was not really to raise reve- _—_‘ that both were inseparable parts of the 

at all, butin effect was aregulation same plan, and that both must stand 
mething which Congress had no or fall with it. So considered, in his 
, regulate, has a law purporting opinion, the exaction from the proces- 

a tax been stricken down.°® sors was not really a tax because the 
‘ding upon this apparently broad _ proceeds went, not for the general sup- 
rm foundation, the Agricultural port of the government, but for the 
tment Act proceeded to levy a __ specific reimbursement of particular 
ipon the ‘‘processors”’ of basic — persons who had agreed to curtail their 
ltural products. The amount of _ crops. This, however, in itself, he con- 
was scaled to produce a sum _ ceded, would not invalidate the levy if 

ugh to enable the government _ the “‘tax”’ and its disbursement were 

y to each agricultural producer a  ‘“‘for the general welfare” of the United 
edetermined compensation for com- States. A limitation on the power to 
e with crop limitation require- spend, he argued, is a limitation on 

s. Compliance took the form of a the power to tax. If the expenditure 

t between the producer and the were not for the general welfare, there- 
rnment; those who did not con- fore, the tax could not be laid. But the 
received no compensation. Ful- converse was also true. Was it, he 

nt of the contract had to be asked, a tax for the general welfare? 

-d before payments could be made. ‘This question need not be answered, 
employment of the taxing he averred, because the whole scheme 
together with the variant em- of the AAA was a device for the regula- 

bodied in the ‘‘Guffey Coal Bill,”? was tion of agriculture, and the regulation 
pparently designed to bring under the ' of agriculture is a power reserved to 
| of the Federal Government de- __ the states. The logic, of course, is lame. 

ils of farming, mining, and other ‘That this scheme of regulation is a 
suits, theretofore supposed to reside = power reserved to the states is, unfor- 

in the states. Indeed, if the tunately, assumption, for if the ele- 


i 


nN 
4 


vice were constitutionally valid, it ments of the scheme are within the 
s dificult to conceive of any extrac- _—_ scope of a power granted to the Federal 
activity which might not be simi- Government, there can obviously be no 
‘arly drawn within the scope of Federal reservation to the states. 
regulation. At best, a concurring power The assumption that this scheme for 
ld remain in the states. the regulation of agriculture is within 
\ majority of the Court thought the the range of powers reserved to the 
vice constitutionally invalid. But the states may, indeed, be sound, but the 
jority did not arrive at this conclu- _ failure squarely to meet the question 


3 Corpus Juris 278 et seq. In the Guffey Act a tax is laid on all producers; to 
Bailey v. Drexel Furniture.Co., 259 U. S. 20, 42 Sup. those who subject themselves to the regulatory fea- 
49 (1922). tures of the law a remittance of 90% of the tax is 


' Aug. 30, 1935, c. 824, 49 Stat., 15 U.S. C. A. §801 ff. granted. 
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whether the scheme was within or with- 
out the protection of the welfare clause 
leaves us without light on a most trou- 
blesome and important question. For 
the farm problem remains unsolved, 
and the coal problem and other prob- 
lems may again be calling for solution. 

The vigor of the Court’s determina- 
tion to prevent Congressional invasion 
into the domain of state sovereignty 
without the sanctions of explicit con- 
stitutional language is, however, the 
more striking for its disregard of logical 
nicety. 


The TVA Decision 


Let us turn now to the TVA case. 
Two bills introduced by Senator Norris, 
providing for the peace-time govern- 
ment operation of the Muscle Shoals 
plant, were passed by Congress and 
vetoed by the President before the 
TVA came into existence. Those bills 
proposed the completion of the project, 
begun during the War under the Na- 
tional Defense Act, chiefly as a means 
of producing cheaper fertilizer. But the 
Tennessee Valley Authority was given 
much wider scope. Its commission was 
to complete the Wilson Dam, reforest 
and reclaim the land, build other dams, 
supply both fertilizer and electric power 
to the people of the Tennessee Valley— 
in short, to facilitate the development 
of a new and better way of life in an 
area comprising parts of five states. 
According to the sponsors, its power 
rates were to be a “‘yard stick,” and 
its accomplishments an example to 
other parts of the country. 

In order to produce electric current 
at the low rate envisioned, a wider 
market than that possible in the Ten- 
nessee Valley was deemed necessary. 
Negotiations were had with Birming- 
ham, Knoxville, and many smaller 
cities, and the PWA authorities indi- 
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cated a readiness to make advantageoy; 
loans to such communities as desired 
to construct distribution systems {o; 
the utilization of TVA power. Faced 
with this competition, the Alabama 
Power Company entered into an agree. 
ment with the Tennessee Valley Author. 
ity to sell part of its properties, to stay 
out of territory to be serviced by the 
government plan and, in certain cases 
of emergency, to exchange power with 
the government. Nine preferred share- 
holders of this company brought suit 
in the Federal court for the cancellation 
of this agreement. 

The opinion of Judge Grubb of the 
U. S. District Court adopted the con- 
tentions of the nine stockholders. The 
*“commercial”’ production of power as 
an object distinct from the improve- 
ment of navigation or the manufacture 
of raw materials was, he declared, un- 
constitutional. The Court of Appeals 
reversed him, however, and the case 
was carried to the Supreme Court. 

Justice Hughes, speaking for the ma- 
jority of eight of the nine justices, made 
clear that the decision covered no more 
than was actually before the Court. 
Had the government the constitutional 
power to construct the Wilson Dan, 
and could it sell the power from that 
dam under the provisions of the 
agreement with the Alabama Power 
Company? 

He found no difficulty in sustaining 
the right to build the dam under the 
war power and the commerce clause. 
Commerce, the Court had previously 
said,® included navigation, and unde! 
its power to improve the navigability 
of rivers Congress might construct 
dams. The Tennessee River, said the 
Court, is a navigable stream, but navi- 


®Gibbons v. Ogden, 9 Wheat. 1, 190 (1824); Phsls- 
delphia Co. v. Stimson, 223 U. S. 605, 32 Sup. Ct. 34 
(1912). 
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n is impeded in many places by 
1; and rapids. Expert opinion was 
1 to iets that the only feasible 
improve its navigability was 
‘+h raising the water by dams. 
water so raised and flowing over 
,m is potential power. This power, 
urt holds, is a species of property 
ing to the government, and the 


ee 
Du 


nergy mit sell it in the ae 
available. It is not limited to 
ich power at the dam site, but 
k other markets and may, if it 
build or acquire transmission 

nes for the purpose. 
[his power of sale the Court finds in 
e specific language of the Constitu- 
authorizing the government to 
se of its property under which it 
sed of most of the national do- 
’ But sale is not the only means 
-rmissible disposition. The exchange 
er provided for in the contract 

lso authorized. 

ich of the foregoing, doubtless, the 
inants were prepared to concede. 
granted that the government might 
p such power as it needed for its 
wn uses, was it limited to the produc- 
n and sale of an incidental surplus or 
ight it generate all the current the 
ing water could produce? The Court 
as clear that none of the energy need 
vasted, that it was all the property 
the government and all might be re- 
1 to possession and sold. In this 
ect the Court likened such potential 
r to oil or minerals beneath the 
face of government-owned land, 
h it could legally raise and sell in 
mpetition with the products of pri- 


vate en — 


Whether the government may con- 
* to build dams and produce > and 
ore power is left expressly un- 

st. Art. IV, Sec. 3. 
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decided in this case. Great numbers of 
dams, of course, have already been 
built by the government in all parts 
of the country. Wherever the needs of 
navigation or the requirements of na- 
tional defense prompt Congress to do 
o, doubtless still others will be built. 
The Court would be very slow to over- 
ride the judgment of Congress as to 
the necessity or propriety of such build- 
ing. Conceivably a case may arise 
where the construction of a dam is so 
clearly disconnected from the war 
power or the proper control of streams, 
and so manifestly motivated by the sole 
desire to make and sell power, as to 
lead the Court to declare such construc- 
tion unconstitutional. But given a navi- 
gable stream, perhaps even a stream 
which can be made navigable, the 
power of Congress to construct dams 
and generate power appears to be 


broad. 


The Significance of the Two Decisions. 
When an attempt is made to appraise 
the significance of these decisions, much 
depends upon the point from which 
they are viewed. 

Perhaps the most generally impor- 
tant of their effects was political, for 
legally and economically they leave 
much to be cleared up. There can be 
little doubt that the AAA decision, 
coming as it did upon the heels of the 
NRA decision, did much to undermine 
the prestige of the New Deal and to 
impair popular confidence in the Ad- 
ministration, which the TVA decision 
did something to restore. Centralized 
control over industry and agriculture 
may still be around the corner, but it 
is now pretty clear that so radical a 
shift in the equilibrium of our scheme 
of government will be postponed until 
the public has had a “‘ breathing spell,”’ 
at least, to think it over. 











276 Harvard Business Review 


The Soil Conservation and Domestic 


Allotment Act 


Specifically, the most important con- 
sequence of the AAA decision was the 
passage on February 27 of the Soil 
Conservation and Domestic Allotment 
Act, designed ‘‘to provide for the pro- 
tection of land resources against soil 
erosion, and for other purposes.”” 

To carry out the declared purpose of 
preventing soil erosion and thereby of 
controlling floods, protecting reservoirs 
and the navigability of rivers and har- 
bors, protecting public health and pub- 
lic lands, and relieving unemployment, 
the Secretary of Agriculture is given 
power to conduct surveys, carry out 
engineering and other preventive meas- 
ures, cooperate by agreement with gov- 
ernmental or other agencies, and to 
acquire, for the government, land or 
interests in land. 

Grants may be made to states for the 
furtherance of the program on condi- 
tion that such states enact enforcement 
measures satisfactory to the Secretary. 
He may also require appropriate cove- 
nants or agreements and, in propercase, 
contributions of money. 

To accomplish the stated purposes, 
the Act declares a five-fold policy: (1) 
the preservation and promotion of soil 
fertility; (2) promotion of the economic 
use and conservation of land; (3) the 
diminution of exploitation and wasteful 
and unscientific use of national soil re- 
sources; (4) the protection of rivers and 
harbors against the results of soil ero- 
sion so as to maintain the navigability 
of rivers and to control floods; and (5) 
the reestablishment, at as rapid a rate 
as the Secretary of Agriculture deter- 
mines to be practicable, of the ratio 


Amending and supplementing the Soil Conserva- 
tion Act of 1935. New York Times, February 28, 
1936. 





between the purchasing power of the 
net income per person on farms and 
that of the income per person not on 
farms which prevailed during the fiye- 
year period from 1909 to 1914. 

The powers conferred upon the Secre- 
tary of Agriculture are not to be used to 
discourage the production of sufficien: 
food for normal, domestic human con- 
sumption, as determined by the Secre- 
tary, but due regard must be given to 
the maintenance of a continuous and 
stable supply at prices fair to both con- 
sumer and producer. 

Ultimate reliance for the execution 
of the policies, it appears, rests largely 
on the states, and to that end state 
plans may be submitted to the Secre- 
tary for approval. Such approval carries 
with it the prospect of an allotment, 
but the size of the allotment is largely 
in the Secretary’s discretion, and its 
payment is conditioned upon proof 
of compliance with the prescribed 
conditions. 

In order, however, to give the states 
time to mature their plans and to pass 
any needful legislation, the Secretary 
himself is to carry out the first four 
of the items of policy above mentioned, 
during the two-year period ending 
December 31, 1937. To accomplish this 
end he may make payments or grants 
to agricultural producers as he may 
deem fair and reasonable, such grants 
to be measured by the treatment of 
the land for soil restoration, etc., 
changes in its use, and the relation oi 
normal production to domestic con- 
sumption requirements. Payments are 
also to be conditioned upon the con- 
formity of land utilization with farming 
practices approved by the Secretary. 

It is expressly provided that the 
Secretary, in carrying out these policies 
during the next two years, shall enter 
into no contracts with producers and 
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land. The Secretary, to 
restoration of purchasing 
vided for in policy-item 45, 
- also use part of the funds 
him for the extension of 
1 domestic markets and the 
r disposition of surpluses. For 
ses of the Act, $500,000,000 
; appropriated. 

this summary it would appear 
v law is designed to accom- 
h of the same result aimed at 
ne,'! but that the attempt 
y with the reasoning of the 
ision has forced the adoption 
ds more circuitous and less 
Instead of being ‘‘encour- 
limit his production directly, 
‘is now to be stimulated to 
rve the fertility”’ of a certain 
of his acres. For two years, 
t, the Secretary of Agriculture is 
he fund allotted to him to ac- 
the purposes of the Act with 
y no control, and little guid- 
the law. Funds to finance his 
ions are simply appropriated 
treasury, but we are told 
s to be a separate processing 
pread wider and thinner.” Ad- 
ng this Act would appear 
more difficult than ad- 

ring the former one. 
ther it will “stand in the day of 
ent’? remains to be seen. The 
tion of the directly-connected 
sing tax, the prohibition of the 
contracts with producers, 
ination of any specific provision 
curtailment of production— 
hich, in part at least, led Justice 
to conclude that the first law 
t an exertion of the power to tax 
unconstitutional regulation— 
bviously designed to improve its 
ng in court. But the regulation 


35, c. 85, 49 Stat. 163, 16 U.S.C.A. §590. 


of production to bring to pass the 
parity of farmers’ purchasing power is 
plainly one of the major objectives, and 
the expenditure of $500,000,000 a year 
is an integral part of its attainment. 
Will this expenditure and the taxation 
necessary to produce it be “for the 
general welfare,” or will the entire plan 
be regarded as one more attempt at 
regulation in a field reserved to the 
states? 

Much of the TVA project which the 
Court did not pass upon is closely 
similar in purpose and method to the 
plan embodied in the second agricul- 
tural act. Soil and water conservation, 
navigability of streams, forestation, 
and the economic and social benefits 
expected to accrue therefrom, are com- 
mon to both acts. ‘The wider dissemina- 
tion of electric power to which the TVA 
is partly devoted is likewise being 
fostered throughout the rest of the 
country by the Rural Electrification 
Commission. Whether these related 
projects will stand or fall together is 
an interesting subject of speculation. 

The celerity with which the second 
agricultural bill was passed is only one 
more evidence that the AAA deci- 
sion left the farm problem unsolved. 
Whether state action can solve the 
problem, as Justice Roberts suggests, 
is exceedingly doubtful. State action 
sufficiently unified to accomplish any 
major objective is improbable; the di- 
versity of local interests is too great. 
Solution of their problem by the 
farmers themselves is still less likely. 
The combination of prices fixed in a 
world market, inelasticity of family 
labor supply, seasonal and weather in- 
fluences upon the total crop—these and 
other forces tend to render the farmers 
less capable of protecting themselves 
against market surpluses than are peo- 
ple in other kinds of business. Technical 
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improvement has so increased the per 
capita and the per acre production of 
farmers that surpluses rise, notwith- 
standing the drift of population to the 
cities. Foreign markets for staple crops 
are shrinking under the impact of 
foreign production. The demand for 
some Federal solution seems irresistible. 
Each political party strives to outdo 
the other in promising to solve the 
problem. 

Should the second agricultural act 
fall as did the first one, and farm sur- 


pluses again build up and farm Prices 
again go down, a constitutional amend. 
ment is not beyond the bounds of 
possibility. Should the Guffey Coal 
Bill fall, too, a temporary combination 
of farmers and laborers might result, to 
increase the probability. 

One persistent question haunts the 
background of every discussion of the 
farm problem: Is there any method of 
relieving the farmer’s plight which wil] 
not tend to perpetuate the conditions 
from which his plight arises? 
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gILATERALISM IN INTERNATIONAL COMMERCIAL 
RELATIONS 


BY LEO PASVOLSKY 


* past few years have been 
1racterized by the conclusion 
of a large number of commer- 
eaties, agreements, and arrange- 
f various sorts. Some of these 
icts have been comprehensive in 
ter, and the nations concluding 
have sought to bring within the 
f contractual obligation virtu- 
phases of regulation in the 
f international commercial re- 
ns. Others have had a limited char- 
r and have been designed to cover 
certain clearly defined phases of 
egulatory practices. Most of them 
been made operative for only brief 
ls and have been repeatedly re- 
1 or revised. The Foreign Offices, 
\linistries of Commerce, and the 
r appropriate departments of gov- 
ent in each country of the world 
ind themselves in an almost 
tinuous process of negotiation on 
ers of trade with the corresponding 
ies of other governments. 
[his feverish activity has been ren- 
| necessary by the recent unprece- 
ted growth of trade barriers. Almost 
the outset of the current economic 
sion, the governments of the 
| have exercised astounding inge- 
in devising and revising methods 
gulating their foreign trade. By 
arge, each nation has sought to re- 
its imports by the introduction of 
restrictions and yet to maintain 
1 expand its exports. Since one 
n’s exports are imports of other 
s, each government has found it- 
nfronted with the need of defend- 
export trade by seeking the 
ion of trade restrictions imposed 


f 


by other countries at the same time 
that it has met with pressure on the 
part of other countries for a mitigation 
of the restrictions imposed by it. Such 
search for the adjustment of rapidly 
changing trade restrictions has been the 
raison d étre of the network of commer- 
cial agreements and arrangements that 
has sprung into being in recent years 
and is being continually extended and 
revised. 

These trade pacts are almost en- 
tirely of a bilateral character. Gener- 
ally speaking, each country seeks and 
obtains an understanding with another 
country as to the conditions which will 
govern the commercial relations be- 
tween them. Bilateralism is thus the 
basic principle which underlies the 
present-day international commercial 
policy. 

The widespread use of the bilateral 
method in this sphere is, in itself, 
neither new nor startling. Historically, 
this method is as old as contractual 
commercial policy itself. Instances of 
multilateral commercial agreements, 
involving directly a number of nations 
rather than just two contracting 
parties, have been fewand far between, 
although many attempts have been 
made—especially since the War—to ne- 
gotiate such agreements. The custom- 
ary way of regulating trade relations 
among nations by means of contractual 
arrangements has always been the ne- 
gotiation and conclusion of commercial 
treaties or agreements between pairs of 
countries. 

However, the term “‘bilateralism” 
lends itself to a number of definitions 
because it may refer to one of several 
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different types of arrangements. There 
are two broad criteria for differentiat- 
ing among these types. They relate 
to the conditions which prevail after 
the treaty or agreement embodying the 
particular arrangement has gone into 
effect. In the first place, the provisions 
of a bilateral arrangement may apply, 
immediately or under certain condi- 
tions, to all nations trading with the 
two signatories, or they may apply ex- 
clusively to the two contracting parties. 
In the second place, the particular ar- 
rangement may or may not be of such 
a nature as to affect, by design or in ap- 
plication, the balance of trade or of 
payments between the two countries 
involved. 

A bilateral arrangement, the provi- 
sions of which are widely generalized 
to other nations, may be considered as 
bilateral in form only. On the other 
hand, an arrangement of a bilaterally 
exclusive character may be regarded as 
bilateral in substance, as well as in 
form. Similarly, substantive as well 
as formal bilateralism clearly underlies 
an arrangement which provides for or 
renders inevitable an adjustment of the 
trade or payments balance between the 
two contracting parties. 

This distinction is of the greatest im- 
portance, because it really constitutes 
the test of whether a particular bilat- 
eral agreement is or is not discrimina- 
tory in character, and discrimination is 
one of the most powerful factors affect- 
ing the international commerce of the 
world. In fact, discrimination and non- 
discrimination in international trade 
constitute the bases of two widely dif- 
ferent approaches to the problem of 
economic relations among nations. 

The term “bilateralism” is today 
frequently employed only with refer- 
ence to arrangements which affect the 
balance of trade or of payments—a 


type of trade compact which repre- 
sents a distinct departure in the sphere 
of commercial policy as it has operated 
in modern times. While there is an ad- 
vantage in thus reserving this term fo; 
a specific type of commercial arrange- 
ments, it is more convenient, for the 
purposes of this discussion, to apply 
the term “bilateralism” generically to 
any trade compact which is bilateral in 
form, irrespective of whether or not jt 
is also bilateral in substance. The dis- 
cussion which follows runs, therefore. 
in terms of a brief description of the 
principal types of bilateral commercial 
arrangements and of some of the impli- 
cations for international trade of the 
application of the principle of bilater- 
alism under conditions represented by 
these various types of trade compacts. 


Types of Commercial Agreements 


Commercial agreements deal typi- 
cally with one or more of three genera 
groups of measures employed for the 
regulation of international trade. The 
first group comprises customs duties 
and other charges imposed upon goods 
when they are imported into a coun- 
try. The second consists of devices {or 
controlling the physical volume of for- 
eign goods permitted to be imported. 
The third is made up of a large miscel- 
lany of administrative measures ap- 
plied when incoming goods cross 
country’s frontiers, to which, in recent 
years, have been added numerous and 
complicated regulations relating to con- 
ditions under which payment may be 
made for foreign purchases.* 

Except when a country operates an 
autonomous tariff system, the rates 0! 
many of the customs duties and other 
charges which it imposes on imports 
1 Commercial agreements seldom deal with measures 


here 


for regulating exports; hence, such measures are her 
left out of account. 
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adjusted by means of agree- 
other countries. An agree- 

f this sort contains lists of 
ities with respect to which each 
enatories undertakes to impose 
duties or other charges no 
an those specified in the agree- 
- commodities included in the 
se in which the respective 

ire interested as exporters. 
ties specified ordinarily repre- 
tions from previously exist- 
bindings against future 


ens very seldom that any 
commodity with respect to 
luty reduction is granted by 
y to the agreement is sup- 
it solely by the other signatory. 
he imports of such a com- 
iginate in a number of coun- 
(Therefore, while the immediate 
y of the duty reduction may 
ajor supplier, several other 
and, in some _ instances, 
r countries—are affected by 
tion in the rate of duty. 
untry granting the duty re- 
may, after the agreement goes 
ct, apply the new rate to all 
‘the commodity in question, 
tive of the country in which 
riginate. Or it may extend the 
| the new rate only to those 
which, in turn, extend to it 
nefit of duty reductions they 
third countries. In either case, 
intries than the signatory to 
ement secure the benefit of the 
automatically, without any 
yuo other than the extension of 
non-discriminatory treatment, 
the operation of the uncondi- 


| most-favored-nation principle.” 


to non-discrimination, there are other 
teria for the extension of unconditional 
l-nation treatment. For example, some 
mmercial policy believe that such exten- 

1 properly be denied to countries with very 


Alternatively, the country granting 
the duty reduction may accord the 
benefit of the new duty initially only 
to the other signatory to the agree- 
ment. Then, under the operation of the 
conditional most-favored-nation princi- 
ple, it may extend the benefit of the 
reduced duty to other countries in re- 
turn for what it regards as equivalent 
specific concessions. Finally, under the 
operation of the principle of strict rec- 
iprocity or preference, it may accord 
the benefit of the new duty exclusively 
to the signatory to the agreement, or, 
in some cases, to a limited number of 
countries, and refuse to generalize the 
duty reduction to any other countries 
even when they are willing to pay for 
such generalization by offering specific 
concessions. 

In the first instance, the bilateral na- 
ture of the agreement is purely formal. 
It is a method of establishing the new 
rate of duty, which has certain advan- 
tages to be described later on. But its 
effect is to leave in an equal position 
in the market of the country which 
makes the duty reduction either all 
or most of the other countries. 

In the second instance, the agree- 
ment is initially bilateral in substance, 
as well as in form. The moment it goes 
into effect, a discrimination is set up 
against all countries except the other 


1s 


signatory to the agreement, since gooc 
imported from the latter alone receive 
the benefit of the lower duty. As other 
countries secure the benefit of the new 
duty by offering equivalent conces- 
sions, the discrimination against them 
is removed, and when this process is 
substantially completed, the bilateral 
nature of the agreement becomes for- 
mal, rather than substantive. 

high tariffs, on the ground that such countries in effect 
secure all the benefits of the principle and assume none 
of its obligations. However, the customary test is 
non-discrimination. 
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In the third instance, the agreement 
is permanently bilateral in substance 
as well as in form. It is based upon 
a continuing discrimination against 
countries which are not parties to it. 

Thus the most-favored-nation princi- 
ple is the device by means of which 
a bilateral agreement may be given 
a purely formal and, therefore, non- 
discriminatory character. Applied in 
its unconditional form, the principle 
has this effect immediately. The effect 
is delayed when the principle is applied 
in its conditional form. It is altogether 
lacking when preference is substituted 
for most-favored-nation treatment.* 


Quota and Exchange Control 


The application of the most-favored- 
nation principle is equally clear with 
respect to administrative measures re- 
lating to imports. When provisions 
regarding such measures are written 
into a bilateral agreement, there is no 
difficulty about extending their benefits 
equally to all countries, if the parties 
to the agreement desire to operate un- 
der a non-discriminatory régime. When, 
however, it comes to quantitative re- 
strictions of imports and even more so 
to arrangements relating to payments, 
the problem of the application of the 
most-favored-nations principle assumes 
a different aspect. 

The most important of the quantita- 
tive restrictions is the import quota, 
under the operation of which a govern- 
ment fixes the amount of a particular 
commodity that can be imported into 
its territory during a specified period. 
This measure is sometimes adminis- 
tered in such a way as to take no ac- 
count of the origin of exports. After 


3 The most-favored-nation principle may be applied in 
an unlimited or limited form, as well as uncondition- 
ally or conditionally. In its unlimited form, it applies 
to all commodities which are subject to import restric- 
tions, while in its limited form its action does not ex- 


the amount of imports authorized {o, 
any quota period has been brought jp 
no further entries are permitted during 
the remainder of the period. Usually. 
however, the total quantity of per. 
mitted imports is allocated among the 
supplying countries, and frequently 
such allocation is made on the basis of 
bilateral agreements. 

Complete equality of treatment jp 
quota allocation by countries js, jp 
practice, impossible to achieve. Some 
governments have attempted to go to 
the extreme of assigning equal quotas 
to all of the principal supplying coun- 
tries. Such a method is fair to ali 
concerned only in the extremely un- 
likely case when normally the shares of 
all the supplying countries are exactly 
equal to each other. The method of 
allocation which is now widely used 
is to assign to each country a share 
of the total permitted imports equa! 
to the percentage of the actual import: 
supplied by it during some previous 
period, which is chosen as basic for the 
purposes of such computation. 

But trade is not a static affair, and 
the share of a country’s imports of any 
particular commodity supplied by each 
country exporting that commodity 
usually tends to fluctuate from year 
to year. Any basic period, therefore, 
may favor some countries and operate 
against the interests of some other 
countries. According to the spirit in 
which it is applied, the method oi 
quota allocation on this basis may be 
flagrantly discriminatory. On the other 
hand, administered with a scrupulous 
regard to considerations of fairness anc 
equity, it may represent a substantia 
equivalent of equal treatment. 


tend to specifically reserved commodities. The use © 
the principle in its limited form is neither common 1! 
important today, and this phase of the problem 
therefore, omitted from the discussion here. 
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more difficult to fit into any 
f equality of treatment are 
oments and agreements growing 
the system of foreign exchange 
|. Such control is usually imposed 
cially weak countries for the 
of safeguarding their curren- 
practical application, it is one 
most powerful instruments for 
egulation of international trade. 
the absence of foreign exchange 
|, no restrictions are placed by 
rnments on the foreign exchange 
ts, in which exporters dispose of 
reign bills of exchange represent- 
x the proceeds of their foreign sales 
acquire foreign bills of 
ge with which to pay for their 
purchases. Under a system of 
|, exporters are required to sell 
r bills to specially designated agen- 
isually the central banks, while 
rters are permitted to purchase 
bills only from these agencies. Pay- 
‘imported goods becomes pos- 
e, therefore, only at the discretion 
e control authorities. In some 
no goods can be brought in un- 
he importer had previously secured 
he control authorities an under- 
g to supply him with the foreign 
f exchange necessary for payment 
foreign seller. In some cases, 
gn bills of exchange are released by 
ntrol authorities to provide pay- 
t for only a part of the actual im- 
ts, the remainder of the importer’s 
becoming frozen so far as the 
eign seller is concerned. 
ie treatment of individual coun- 
inder a system of foreign exchange 
| is necessarily arbitrary, espe- 
when the country imposing con- 
finds itself in really straightened 
imstances so far as its international 
me and outgo are concerned. The 
| authorities usually find them- 
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selves compelled to set up scales of 
preference as among various cate- 
gories of foreign payments. They may 
attempt, for example, to satisfy re- 
quests for payment on current com- 
mercial transactions more liberally than 
on previously incurred obligations. 
They may release exchange more readily 
for classes of goods which are regarded 
as indispensable than for luxuries. Un- 
der these conditions, treatment ac- 
corded to individual countries may 
differ in accordance with the character 
of their financial or commercial rela- 
tions with the country imposing con- 
trol, even when there is no conscious 
attempt to discriminate between coun- 
tries. Hence, there are frequently what 
appear to be impelling reasons for seek- 
ing special arrangements or agreements 
with such a country. These agreements 
or arrangements are of three principal 
types: barter or compensation; pay- 
ment; and clearing. Of these, the third 
is by far the most important. 

Under a barter or compensation ar- 
rangement, a country agrees to admit 
from another country a fixed amount of 
specified goods, provided the other 
country similarly agrees to admit from 
the first country a fixed amount of 
specified goods, the two sets of ship- 
ments being approximately equal in 
value. The transactions involved are 
usually financed by means of special 
accounts. Under a payments agreement, 
the country imposing foreign exchange 
control agrees to set aside all or a part 
of the proceeds of its exporters’ sales to 
the other country and to use the funds 
for the purpose of meeting payments 
with respect to the other country’s 
sales in its market. Under a clearing 
agreement, the use of foreign exchange 
is almost completely eliminated. Per- 
sons in country A who buy goods from 
country B make payment in their own 
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national currency to a specially desig- 
nated agency in their own country, 
while persons in country B who buy 
goods from country A similarly make 
payment in their national currency toa 
specially designated agency in their own 
country. Exporters in each country re- 
ceive payment from their respective 
agencies. Thus the international com- 
mercial operations involved are carried 
out in each country entirely in terms of 
that country’s national currency. Ac- 
counts between the two countries be- 
come pure bookkeeping transactions, 
except when there are balances in favor 
of one or the other, which are settled by 
means of foreign exchange or in some 
other agreed manner. 


Bilateral Balancing of Trade between 
Countries 

Payments and clearing agreements 
frequently cover not only commercial 
but also financial payments between 
pairs of countries, as well as debts and 
claims resulting from tourist, trans- 
portation, and other service operations. 
The effect of such an agreement is, 
therefore, to segregate the direct com- 
mercial, financial, and service trans- 
actions between the two countries 
involved from the general volume of 
each of the countries’ transactions of 
this sort with the world at large. Under 
these conditions, there is an almost ir- 
resistible tendency, on one side or the 
other, to make the aggregate payments 
in each direction strike a more or less 
exact balance. 

This is especially true under a clear- 
ing arrangement. When at the end of a 
period the accounts between the two 
countries concerned are cast up, there 
is usually a credit balance in favor of 
one or the other. The country which 
thus becomes a net debtor is in an ex- 
ceptionally strong position to force the 





other country to utilize the funds for jp. 
creased direct purchases. Alternatively. 
if this condition persists, the net cred- 
itor country may prefer to reduce jts 
own sales to the other country rathe; 
than be forced into additional direc: 
purchases which it does not regard a; 
desirable. In either case, normal bal- 
ances tend to disappear. 

Such enforced balancing is necessa- 
rily of an exclusively bilateral charac. 
ter. A country engaging in this practice 
may offer equal opportunity to al 
countries to enter into a bilateral bal- 
ancing arrangement with it. But suc} 
equal opportunity is by no means iden- 
tical with equality of treatment. N 
two countries stand in exactly the same 
economic relationship with the country 
which insists upon bilateral balancing, 
from the viewpoint of either their cred- 
itor-debtor position or the characte: 
of their mutual trade _ intercourse. 
Each country is, therefore, different) 
affected. 

Bilateral balancing may be sought 
and achieved also by means of unilat- 
eral measures. For example, some coun- 
tries impose higher tariffs or place othe: 
relatively greater obstructions against 
imports from countries with which the 
have unfavorable trade balances tha: 
against goods coming from countries 
which buy from them more than the: 
sell to them. Some countries use quota 
systems or other devices of quantita- 
tive regulation for achieving the same 
purpose. 

Finally, an approach to bilateral bal- 
ancing may be sought by means 0! 
special purchase arrangements between 
countries. Such arrangements may b 
made in connection with ordinary com- 
mercial agreements or independently 0! 
them. They provide, in various way’, 
for increased purchases by the country 
with a bilaterally favorable balance 0! 
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the other party to the 
f the results of this tendency 
bilateral balancing have been 
nalyzed by the teclinical ex- 
the League of Nations in two 
publications. In Enquiry 
Clearing Agreements it is shown 
riking changes have occurred 
trade relations between the 
that have entered into such 
ents. For example, the propor- 
e total imports of France sup- 
the countries with which she 
ing agreements has been re- 
ile the proportion of the total 
taken by these countries has 
\ similar development has taken 
in the foreign trade of Switzer- 
On the other hand, the share of 
ring countries in the imports of 
y and Bulgaria has risen mark- 
vhile their proportion of the two 
’ exports has declined. France 
Switzerland have shown a vastly 
decline in their unfavorable bal- 
trade with the clearing than 
non-clearing countries, while 
y and Bulgaria have shown 
luctions in their favorable bal- 
trade with the clearing coun- 
have transformed unfavorable 
rable balances with the non- 

ng countries. 
Review of World Trade an attempt 
le to estimate the general effect 
hole complex of measures di- 
{ toward bilateral balancing upon 
w of international trade. The 
ysis emphasizes the importance for 
fective exchange of goods among 
ns of conditions in which a country 
nabled to pay for purchases from an- 
r country by exporting goods to a 
uuntry, and reveals the degree to 
the relative extent of such mul- 
ngular trade has, in recent years, be- 


come reduced as compared with the 
extent of directly bilateral trade. The 
conclusion is reached that every move 
in the direction of bilateral balancing 
may cause “a reduction in world trade 
many times greater than in the trade 
between the two parties originally con- 
cerned,” and that, therefore, a substan- 
tial share of the recent drastic decline in 
world trade as a whole should be attrib- 
uted to the contraction in the relative 
extent of multiangular transactions. 

Complete bilateral balancing is the 
extreme form of exclusive bilateralism. 
But its characteristic economic effects 
are present, in varying degrees, in all 
forms of bilateral commercial agree- 
ments and arrangements which are 
based upon preference or discrimina- 
tion. All such types of trade compacts 
inevitably lead to diversions of trade 
from its accustomed channels. Their 
development tends to make it increas- 
ingly difficult for nations to buy and 
sell in those markets which they regard 
as most desirable and profitable, and 
thus leads to an intensification of the 
results described in the League of 
Nations investigation just cited. They 
tend to place each debtor nation in a 
position in which it is compelled to earn 
the funds required for meeting its obli- 
gations to each individual creditor 
nation through direct sales of its prod- 
ucts in the markets of that nation, and 
thus impair the operation of interna- 
tional credit relations, which constitute 
an indispensable instrument of interna- 
tional trade. 

The more exclusive the trade benefits 
which they confer and the more closely 
they approach the extreme of bilateral 
balancing, the more likely preferential 
or discriminatory trade arrangements 
are to hamper the process of exchange 
of goods among the nations, to reduce 
the volume of international trade in 
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general, and to circumscribe the real 
function of such trade—the widest and 
the most effective possible utilization 
of localized natural resources and of the 
products of geographically diversified 
human labor and skill. 

By laying an overwhelming emphasis 
on the direct relations between them- 
selves, pairs of countries seek the solu- 
tion of immediate and oftentimes 
vexatious problems arising between 
them. In some instances, they succeed 
in accomplishing this object. But these 
gains are inexorably engulfed in the 
much greater losses which are imposed 
upon the world at large and upon the 
particular pairs of countries themselves 
by the widespread and ruinous reper- 
cussions of such arrangements upon the 
structure of international economic 
relations. 


Substantive and Formal Bilateralism 


In counterdistinction to substantive 
bilateralism involved in agreements and 
arrangements of an exclusive character 
or providing for bilateral balanc- 
ing, formal bilateralism aims at a 
wholly different objective in commer- 
cial policy. It is based on the belief that, 
under modern conditions, international 
trade, service, and financial relations 
represent a highly integrated, world- 
wide system, which cannot function 
effectively or develop satisfactorily if 
the flow of goods, services, and credit is 
broken up into a series of more or less 
strictly isolated streams, each com- 
prising an attempt on the part of a pair 
of nations to segregate their mutual 
transactions from the general volume 
of transactions which they have with 
the world at large. 

Accordingly, the adherents of this 
conception of international economic 
relations hold that the most important 


factors in any permanent and constryc. 
tive solution of the difficulties encoun. 
tered by individual nations in thei; 
trade and financial relations with each 
other are an increase in the total volume 
of world trade and the creation of con- 
ditions in which each nation will have 
a full opportunity to secure a fair share 
of the increased total. The attainment 
of these objectives requires a mitiga- 
tion of the unprecedented trade barriers 
which are in existence today and a re- 
establishment of a régime of equality of 
treatment in commercial relations. 
The method of formal bilateralism 
seeks the accomplishment of this result. 
As regards reduction of trade barriers, 
it has distinct advantages, under exist- 
ing conditions, over either unilateral or 
multilateral action. It permits, in much 
greater measure than any alternative 
method, an attack on those particular 
trade barriers which hurt the most, 
since each country concluding an agree- 
ment can concentrate its attention upon 
restrictions relating to those of its ex- 
port commodities the sale of which in 
the other country’s market is ob- 
structed most by the existing barriers. 
Under the unilateral or multilateral 
method, reductions are likely to be 
more general and, therefore, less effec- 
tive. Moreover, in a bilateral agreement 
something is tangibly and clearly re- 
ceived in exchange for what is given. 
This psychological advantage is of no 
small importance, because of the deeply 
ingrained prejudices with respect to 
trade regulation that have developed 
over a long period of protectionist his- 
tory. As regards equality of treatment, 
the method involves, by its very es- 
sence, an undertaking on the part of 
both signatories neither to grant nor to 
seek a preferential trade position—that 
is, a full application of the uncondi- 
tional most-favored-nation principle. 
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United States Trade Agreements 
Program 


During the past few years, the tide 
een running in the direction of an 
ension and strengthening of protec- 
» measures which lend themselves 
t easily to discriminatory practices, 
many of the recently concluded 
1] agreements and arrangements 
; the exclusive and preferential 
pe. As a result, it is frequently as- 
ed that, under existing conditions, 
iction of trade barriers and the 
ication of the unconditional most- 
red-nation principle cannot effec- 
y be linked together; that, there- 
any attempt to substitute formal 
substantive bilateralism presents 
y theoretical possibilities; and that 
enegotiation of specific concessions on 
n exclusive or, at best, conditional bi- 
:teral basis is the only realistic founda- 
f{ a practical commercial policy. 
\n answer to this contention is being 
en today by the trade agreements 
gram, upon which the United States 
vernment embarked in the summer 
1934. The program represents an 
nphatic rejection of substantive in 
r of formal bilateralism. It envis- 
ges the negotiation by our govern- 
ment of commercial agreements with 
ndividual nations, providing for a 
itual granting of specific concessions 
1 a mutual pledge of unconditional 
t-favored-nation treatment or its 
juivalent. 
This pledge means that any conces- 
n accorded in the future by either 
gnatory to any third country will be 
nded, automatically and without 
mpensation, to the other signatory. 
\s an indispensable corollary of such a 
pledge, it is necessary for the two coun- 
tries to adopt, as a matter of general 
icy, the rule of generalizing the con- 
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cessions granted in bilateral agreements 
to other nations as well. In the case of 
the United States, such generalization 
is extended to all countries which do 
not, in fact, discriminate against Ameri- 
can commerce, irrespective of whether 
or not there exists between the United 
States and any such country a con- 
tractual pledge of non-discriminatory 
treatment. The same broad interpreta- 
tion is used by many other nations, 
while in the case of some nations, 
generalization is restricted only to coun- 
tries which are bound by such con- 
tractual obligation. 

In embarking upon this policy, the 
government of the United States re- 
jected exclusive or preferential bi- 
lateralism because those who are 
responsible for the formulation and exe- 
cution of the policy hold the view that 
such bilateralism destroys trade instead 
of promoting it, and that the interests 
of a country like the United States, 
whose international trade and financial 
relations are world-wide in scope, can 
only be injured by any narrowly bi- 
lateral channelization of trade. The 
government of the United States also 
rejected the conditional form of the 
most-favored-nation principle in favor 
of its unconditional form for the reason 
that it would obstruct rather than pro- 
mote the basic objectives of the pro- 
gram—namely, an effort to increase the 
volume of world trade and to secure for 
American commerce a fair share of the 
total on the basis of equality of 
treatment. 

Under the conditional most-fav- 
ored-nation principle, the concessions 
granted by the United States would 
have applied initially only to the other 
signatory, while other countries would 
have had to purchase these concessions 
by offering equivalent advantages. By 
the same token, the country with which 
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the particular agreement is_ signed 
would not be entitled to the benefit of 
concessions granted to the next country 
with which an agreement is signed un- 
less it were prepared to grant the United 
States additional concessions. ‘This 
would mean a constant confusion and 
welter of negotiation and re-negotia- 
tion. In the meantime, discriminations 
would constantly be set up against some 
countries, which must inevitably result 
in uncertainty for American importers 
and for diversion of trade movements. 
Since the other signatories would pre- 
sumably follow the same course, a 
similar condition of uncertainty would 
result for American exporters. The se- 
curing for them of conditions of equality 
in the foreign markets would involve 
for our government another continuous 
and confused series of negotiations. 
The ten agreements which have been 
concluded so far by the United States 
under its program, provide for uncon- 
ditional most-favored-nation treatment 
with respect to customs duties and 
other charges imposed in connection 
with the importation of goods. With 
respect to quantitative restrictions and 
regulatory measures growing out of 
foreign exchange controls, the applica- 
tion of the principle has required a 
certain degree of adaptation, in view of 
the inherent difficulty of bringing the 
operation of such measures within the 
framework of complete equality of 
treatment. Provisions relating to these 
measures are based, in a general way, 
upon a mutual grant of fair and equita- 
ble treatment, defined in terms of 
allocation on the basis of a previous 
basic period. So defined, fair and equi- 
table treatment becomes a substan- 
tial equivalent of most-favored-nation 
treatment. It greatly mitigates the 
arbitrary and discriminatory character 
of the measures to which it is applied 








and opens the way for return to condi. 
tions of trade regulation in which com. 
plete non-discriminatory treatment cap 
once more be established as a genera| 
rule of commercial policy. 


Conclusion 


There are thus in the world today 
two distinct trends in the field of com- 
mercial policy, which are reflected jn 
the constantly multiplying commercia| 
agreements. On the one hand, some 
nations seek to reap the apparent ad- 
vantages of exclusive bilateralism, re- 
gardless of the wider repercussions of 
the policies which they pursue. On the 
other hand, the United States and the 
widening circle of nations with which 
it negotiates trade agreements are at- 
tempting to reassert the vital principle 
of equality of treatment and to bring 
the newer forms of trade regulation 
more and more within the compass oi 
that principle which, in practice, is 
equivalent to their progressive miti- 
gation and eventual abandonment. In 
the end, one of the two conflicting prin- 
ciples—equality of treatment, on the 
one hand, and discrimination, on the 
other—must triumph over the other. 
They cannot operate long side by side. 

It is impossible in the scope of an 
article to deal, in any measure of detail, 
with the vast multiplicity and com- 
plexity of problems involved in present- 
day commercial policy. What I have 
sought to do, in this brief survey, has 
been to call attention to the need oi! 
distinguishing clearly between the vari- 
ous types of bilateral agreements and 
arrangements, which are today being 
concluded in almost incredible numbers 
in all parts of the world and, because of 
the profound influence they exert upon 
the economic life of every nation, are 
the subject of serious and oftentimes 
controversial discussion everywhere. 
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1y own part, a long study of 
rents in this field leads me to 
lusion that the tide of exclusive 
m has reached its peak and is 
igus of recession. As I see the 
ture, the future which lies 

ahead will be characterized 


by an increasing movement in the di- 
rection of a superseding of the rule of 
discrimination by a régime of equality 
of treatment, under the operation of 
which international trade had, in the 
past, achieved its greatest measure of 
development. 











THE FEDERAL HOME LOAN BANK BOARD’S 
ASSISTANCE TO HOME MORTGAGE 
FINANCING 


BY H. E. HOAGLAND 


HE purchase of a home con- 

stitutes for most American fam- 

ilies the outstanding event in 
their economic lives. It involves a larger 
amount and it usually causes the family 
to shoulder a larger debt than does any 
single commitment for any other pur- 
pose. Generally the purchase is consum- 
mated and the debt contracted in times 
of prosperity when the family looks to 
the future optimistically. Indeed, this 
optimism frequently beguiles the pur- 
chaser to commit himself for a larger 
debt than he is able to repay except 
under continuing favorable conditions. 
As a result, every depression finds a 
large number of home purchasers un- 
able to meet their obligations and so 
forced to sacrifice their equities. 

It has been estimated that in 1929 
the total value of urban home mort- 
gages exceeded twenty billion dollars. 
In the succeeding four years at least 
half a million owners lost their homes 
through inability to pay interest or 
principal when due, and several million 
more were on the verge of losing their 
equities. This situation was particularly 
alarming because of the essential insta- 
bility of the market for a commodity 
financed so largely through the assump- 
tion of mortgage debt. Each wave of 
foreclosures induced a larger wave in- 
volving a larger number of home own- 
ers, because a decline in values of 
certain parcels of mortgaged real estate 
quickly spreads to other real estate 
similarly situated. Accordingly, the 
period immediately following 1929 wit- 
nessed a tail spin of values of urban 
properties which, in the absence of un- 


usual and heroic measures to stop such 
declines, threatened chaos. It goes 
without saying that under such circum- 
stances almost complete paralysis over- 
took the construction industry. The 
resultant unemployment in this major 
industry led to further distress in the 
home-mortgage market because of the 
inability of those normally engaged in 
construction to meet their obligations 
on their own home mortgages. 

The funds which normally finance 
America’s homes represent the smal! 
savings of millions who deny them- 
selves luxuries—and even at times con- 
veniences—in order to provide against 
the proverbial “rainy day.”’ Whenever 
such a rainy day develops into a veri- 
table downpour of disasters, like that 
which followed the collapse of 1929, the 
demand of investors for their savings 
swells to menacing proportions. In the 
face of declining incomes, thrift institu- 
tions were called upon to meet an un- 
precedented demand for withdrawal of 
funds entrusted to them for investment. 

Under the best of circumstances, a 
thrift institution which invests its funds 
in long-term mortgages can satisfy only 
a moderate demand for the repurchase 
of its securities. That they should be 
expected to make such repurchases at 
all, stamps them as a peculiar and 
hybrid type of business enterprise. This 
service is expected of no other finan- 
cial institutions. Corporations and even 
governmental agencies make no pre- 
tense of affording liquidity to their 
obligations before their maturity date. 
Thrift institutions can perform this 
repurchase service only by using the 
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they receive either from new 


estors or from the repayments on 


toage loans or other similar assets. 


ir capacity to repurchase is, there- 


re, limited. 


‘ter the collapse of 1929, the 
mands were not only unusual in 
unt, but the ability of the institu- 
to meet such demands was seri- 
- restricted by the shutting off of 
w of new savings and by the in- 
litv of borrowers to maintain their 
ents. As a consequence, these 


ymert 


‘ft institutions became more frozen 


n ever. It may be said that they 
st ceased to function in the manner 
which they were organized. They 
inable to meet the demands of 
investors or borrowers. They 


ns nor fulfill the desires of borrowers 


wishing to refinance existing loans. 


t was under these conditions that 


Federal Home Loan Bank Board 
established. It administers five 


eparate but related programs. These 


,in the order discussed in this paper: 
Federal Home Loan Bank Sys- 


m, the Home Owners’ Loan Corpo- 


n, the Federal Savings and Loan 
tem, the Federal Savings and Loan 


insurance Corporation, and the Federal 
Investment in Shares of Thrift Institu- 


These programs have no direct 
ition with farm financing as such or 


th mortgage insurance. 


‘he Federal Home Loan Bank System 


hroughout the long period of devel- 


pment of these thrift institutions, 
there have been but few occasions in 


heir investors have demanded a 
degree of liquidity for their sav- 
As a consequence, until recently, 

had been no plan set up for 

ting emergencies. It is true that 
subject had been discussed from 


time to time, but prior to 1932 this 
discussion had not been translated into 
action. It was only after an intensive 
series of preparatory conferences that 
the Federal Home Loan Bank System 
was authorized in July, 1932, to con- 
stitute a reserve credit system for 
home-financing institutions. 

This system of twelve regional Home 
Loan Banks attempts to do for home- 
financing institutions what the Federal 
Reserve System does for commercial 
banks. Its membership consists of thrift 
and home-financing institutions of the 
savings and loan type, of mutual sav- 
ings banks, and of life insurance com- 
panies. To date, the members number 
more than 3,500 with total resources 
in excess of three billion dollars. Over 
80% of the capital of these banks is 
owned by the United States while the 
remainder is owned by their members. 
It is expected that eventually members 
will own all of the stock. This cannot 
take place in the near future, nor does 
there appear sufficient reason for imme- 
diate liquidation of the government’s 
investment. All of the Home Loan 
Banks are now on a dividend-paying 
basis although neither their members 
nor the government look upon these 
investments primarily as sources of 
income. 

The Federal Home Loan Banks do 
not make advances directly to home 
owners, but make available to thrift and 
home-financing institutions that are 
members of such banks either short- 
term funds to meet emergencies or 
long-term funds to supplement home- 
financing programs. The banks’ ad- 
vances to their members can be used 
for any purpose whatsoever, including 
the liquidation of investors’ claims. For 
the first time in the history of thrift and 
home-financing institutions, therefore, 
they have a reserve credit system which 
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affords them a high degree of liquidity 
when needed. The amount of advances 
to member institutions now exceeds 
$100,000,000 and is distinctly on the 
increase at this time. 

By the time the Federal Home Loan 
Banks were established and ready to 
function, the downward spiral of urban 
real-estate values had proceeded too far 
and at too fast a rate to permit this 
reserve credit system to stem further 
declines. The institutions which the 
system was intended to serve found 
that all the liquidity they were able to 
obtain from the system, from the Re- 
construction Finance Corporation, and 
from all other sources was insufficient 
to satisfy the demands of necessitous 
and frightened investors. The public’s 
lack of faith in the solvency of thrift 
and home-financing institutions had, 
by 1933, reached the hysterical stage 
and had created such demands for 
liquidation of its investments as to 
hamper further the ability of the in- 
stitutions to meet even necessitous 
demands. 


The Home Owners’ Loan Corporation 


Meantime, a complete cessation of 
demand for the acquisition of real 
estate on a normal basis prevented dis- 
position of homes by owners pressed 
for payments on their mortgages. Ac- 
cordingly, to protect the interests of 
an increasing number of home owners 
who were threatened with the loss of 
their homes because of their inability 
to maintain the obligations on their 
mortgages, the United States author- 
ized in June, 1933, the establishment 
of the Home Owners’ Loan Corpora- 
tion. The corporation was assigned 
capital stock of $200,000,000 to be 
subscribed for by the United States, 
and it was empowered to issue bonds 
in an amount eventually increased to 


the astounding total of $4,750,000,000, 
The members of the Federal Home 
Loan Bank Board were constituted th. 
Board of Directors of the Home Own. 
ers’ Loan Corporation. 

This corporation was authorized ty 
refinance distressed home owners, using 
a fifteen-year, direct-reduction, amor. 
tized mortgage, bearing 5% interest. 
In the two and a half years since jts 
organization, the corporation has ex- 
changed $3,000,000,000 of its bonds 
with home-financing institutions and 
others for mortgages on a_ million 
American homes. At the present time 
it owns approximately one-sixth of 
the dollar volume of all urban home 
mortgages in the United States. The 
magnitude of its operations has had 
profound and permanent effects upon 
home-financing policies and practices 
in this country. Among such effects are 
the following: It has helped to popular- 
ize the long-term amortized mortgage. 
It has pointed out the advantages of 
the direct-reduction loan as against 
the older type of share account sinking- 
fund loan. It has set standards for 
interest rates on home mortgages that 
will have a permanent effect upon 
private home financing. It has shown 
how costs of loan-closing can be re- 
duced and standardized. It has es- 
tablished appraisal procedures more 
complete and more accurate than those 
generally followed heretofore. It has 
demonstrated the desirability of plac- 
ing the property to be financed in good 
repair at the time the loan is made. 

In addition, the corporation’s activi- 
ties have had some effects that are 
quite disturbing to those who believe im 
the efficacy of private enterprise. It has 
made millions of Americans govern- 
ment-finance-minded. As a result, 4 
great many applicants for loans from 
the Home Owners’ Loan Corporation, 
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oplications have been rejected 
f lack of distress, still hope 
ralization of the laws govern- 
rporation will make it the 


cing institution of the coun- 
‘oped to serve all home owners, 
or otherwise. Also the exten- 
tions of this corporation in- 
itical evils that will be difficult 
vent. A million home-owner cli- 
encing in their families and rel- 
ions of voters, can be placed 
bligation to any political group 
ts further favors to the clients. 

e favors include legislative mora- 

reduction of interest rates on 

, and other steps not pleas- 
ntemplate by the taxpayers 

be called upon to liquidate any 
suffered by this corporation. It 
be remembered, of course, that 
the principal and the interest on 
poration’s bonds are guaranteed 

United States. 

e best acquainted with the oper- 
f this corporation find no need 
ratorium by legislative fiat, be- 

they know that borrowers who 
forbearance will be fairly dealt 

. Had the corporation based its ap- 

solely upon forced-sale cash 

it would have accelerated the 
spiral of real-estate values. 
ppraisals have necessarily been 
a level that would protect the 

tate market or at least prevent 
lestruction. As a consequence, 

be expected that the corporation 
ter some losses. These losses, to- 

er with the necessary operating ex- 
will probably absorb all the 
ting spread between the cost of 
to the corporation and the 
received in interest on its 

the absence of political interfer- 
h as that suggested above, it is 


believed the corporation can be liqui- 
dated within the period granted to it for 
its existence without loss to the tax- 
payers. It is probable that any serious 
modification in the present plans will 
place an equivalent burden upon the 
taxpayers. According to the law under 
which this corporation was organized, 
it is already in liquidation. Every dollar 
repaid on the principal of its loans must 
be used to retire its bonded indebted- 
ness. Barring certain contingencies, it 
is possible even to accelerate this liqui- 
dation so that the corporation’s books 
may be completely closed in advance of 
the period now contemplated. 


The Federal Savings and Loan System 


In the same law which established 
the Home Owners’ Loan Corporation, 
Congress provided for the creation and 
supervision of Federal savings and loan 
associations to become the national 
banks of the home-financing field. With- 
out in any manner disparaging existing 
home-financing institutions, Congress 
recognized that many sections of the 
country have never had adequate home- 
financing facilities and that other sec- 
tions, normally adequately served, have 
been denied such facilities during the 
prolonged depression. Also, it was rec- 
ognized that the quicker private agen- 
cies were able to resume the burden of 
financing homes, the sooner the Home 
Owners’ Loan Corporation would be 
able to drop that burden. Accordingly, 
Congress provided not only for the char- 
tering of new Federal savings and loan 
associations but also for the conversion 
of existing thriftand home-financing in- 
stitutions that were members of the 
Federal Home Loan Bank System into 
Federal associations. 

New and converted Federal savings 
and loan associations to the number of 
more than a thousand, with present 
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assets of one-half billion dollars, have 
become the most active private institu- 
tions serving the needs of investors and 
home-owner borrowers. In order to 
facilitate their development, Congress 
provided a promotion fund to encour- 
age their establishment wherever they 
might be needed, and also authorized 
first the Treasury of the United States 
and later the Home Owners’ Loan Cor- 
poration to invest in their shares for 
home-financing purposes. The provision 
by Congress for the chartering and su- 
pervision of Federal savings and loan 
associations was but the culmination of 
plans for “national banks” in the home- 
financing field which had been discussed 
for several years. In establishing this 
type of institution, careful attention 
has been given to the successful prac- 
tices and policies of building and loan 
associations, of savings banks, and of 
other kindred institutions. As a result, 
Federal savings and loan associations 
represent merely a composite picture 
of the most successful practices and 
policies of these kindred institutions. 

The Federal savings and loan associa- 
tion is a mutual, thrift, and home- 
financing institution, managed by its 
local directors and officers, and—except 
for the funds invested by the Treasury 
of the United States and the Home 
Owners’ Loan Corporation—it is locally 
owned. No shareholder may cast more 
than fifty votes, so the influence of 
either of the above-mentioned govern- 
mental agencies in controlling the 
policies of the management can be dis- 
regarded. The Federal Home Loan 
Bank Board, which grants the charter, 
supervises the association in much the 
same manner that national banks are 
supervised. 

As indicated above, state-chartered 
institutions in increasing numbers are 
converting to Federal savings and loan 
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associations. Others, while retaining 
their state charters, are gradual 
adapting their thrift and lending pro- 
grams to the pattern set for the Federa| 
associations. This is being done through 
the laws that govern these state. 
chartered institutions, as a result of the 
advice and counsel of trade associations 
which recommend some practices and 
discourage others, and by action of the 
managers of state-chartered instity- 
tions who find desirable features in the 
Federal plan of operation. It is not to 
be expected, of course, that all state- 
chartered institutions will convert into 
Federal savings and loan associations, 
In the commercial banking field, na- 
tional banks and state banks compete 
harmoniously in the same markets, 
There appears to be no reason why 
this same friendly competition should 
not take place in the home-financing 


field. 


y 


Federal Savings and Loan Insurance 
Corporation 


The hysteria of investors in institu- 
tions which had become too frozen to 
liquidate their assets rapidly enough to 
meet repurchase demands has already 
been mentioned. This hysteria has been 
widespread and continuous. It has re- 
sulted in the withdrawal of large 
amounts by investors other than those 
who had immediate need for their 
funds. The amounts made available to 
many of these panicky investors have 
been deposited in commercial banks 
without interest merely because the 
investor had no immediate plans for 
alternative investment but had con- 
fidence in the commercial bank as a de- 
pository. This sense of security is in 
sharp contrast to the sense of insecurity 
in the same institutions which led to the 
bank holidays of the early part of 1933. 
The reversal is accounted for almost 
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; and Loan Insurance Corporation is 
Itual 


ontributed by its member institu- 


by the insurance of bank ac- 
therefore, that in an effort to 
the flow of funds from home- 
needed, to commercial banks, 
have had much less need for 


n. Congress should provide for in- 


of share accounts in savings 


in associations. In June, 1934, 
thorized the organization of 


Corporation and made the mem- 
f the Federal Home Loan Bank 
the trustees of this corporation. 


ide from the original capital of 
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00,000 owned by the Home Own- 


| institution, all funds of which 


in the form of premiums. The 


embers of the Federal Home Loan 
: Board, acting as the board of di- 
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oration, administer the capital and 
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king sure that only sound institu- 
; are insured, and that after insur- 


their policies continue to conform 


the standards required of insured 


tutions. 


his corporation attempts to do for 


‘counts of home-financing institu- 


‘Corporation does for the deposit 


ints of commercial banks. All with- 
ible accounts of insured institu- 
e given insurance protection up 


$5,000 per account. All Federal sav- 
s and loan associations are required 
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to insure their accounts with the Fed- 
eral Savings and Loan Insurance Cor- 
poration. All eligible state-chartered 
home-financing institutions of the sav- 
ings and loan type are permitted to 
insure their accounts. The Federal Sav- 
ings and Loan Insurance Corporation 
has been operating a little more than 
a year. This time has been ample 
to demonstrate clearly the power of 
insurance of accounts to restore in- 
vestor confidence in savings and loan 
associations. 


Federal Investment in Shares of Thrift 
Institutions 


In order to facilitate financing of 
homes and restoration of the urban 
real estate market to a condition that 
would encourage the recovery and 
development of private home-financing 
institutions, Congress in May, 1935, 
made Federal funds available for in- 
vestment in such institutions. At that 
time it authorized the Home Owners’ 
Loan Corporation to invest up to $300,- 
000,000 in the shares of Federal savings 
and loan associations, in the securities 
of state-chartered thrift and home- 
financing institutions of the savings 
and loan type, and in the bonds and 
debentures of the Federal Home Loan 
Bank System. By this action, Congress 
expressed its confidence in this type of 
institution and gave an example to en- 
courage private investors. The United 
States invests in such institutions on 
the same terms as private investors 
with two limitations: first, the amounts 
invested by the Home Owners’ Loan 
Corporation are not subject to repur- 
chase for a period of five years; and 
second, thereafter not more than 10% 
may be presented for repurchase by the 
corporation in any one year. 

Of the five major programs adminis- 
tered by the Federal Home Loan 
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Bank Board, two are temporary and 
three permanent. The refinancing of 
homes by the Home Owners’ Loan 
Corporation and the investment by 
this corporation in the securities of 
home-financing institutions and of the 
Federal Home Loan Banks constitute 
the two emergency programs. The 
other three programs—the administra- 
tion of the Federal Home Loan Bank 
system, the chartering and supervi- 
sion of Federal savings and loan as- 
sociations, and the operation of the 
Federal Savings and Loan Insurance 
Corporation—are types of permanent 
operations long since needed in the 
home-financing field. They would un- 
doubtedly have been made effective 
sooner or later, regardless of booms or 
depressions. 
Objectives of the Five Programs 

Except for the loans made by 
the Home Owners’ Loan Corporation 
directly to distressed home owners, all 
the activities of the Federal Home 
Loan Bank Board and its affiliated 
agencies are directed primarily to en- 
courage the recovery and accelerate 
the development of private thrift and 
home-financing institutions. It is true, 
of course, that incidental to saving 
from foreclosure the homes of a million 
owners directly and innumerable others 
indirectly, the Home Owners’ Loan 
Corporation has preserved the solvency 
and increased the liquidity of thou- 
sands of home-financing institutions. 
All other activities of the Board involve 
definite participation in the affairs of 
private institutions by the government. 
Such participation is based upon the 
principle that private enterprise, aided 
by the government, will be more effec- 
tive than direct operation of business 
by the government. Such governmental 
participation, if it requires justification, 
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is fully warranted by the nature of thy. 
services rendered and the groups of 
citizens served. 

The social justification of the actiyi. 
ties of this Board is that their ultimate 
objective is to encourage thrift and 
home ownership. None would deny the 
desirability of this objective. Even the 
means of attaining it would probably 
meet little opposition except from those 
who fail to understand the character 
of the programs undertaken by these 
governmental agencies. 

The strictly local nature and isolated 
development of home-financing instity- 
tions in most sections of the country 
have in the past created lending plans, 
of which many, though once valid, are 
no longer in tune with current condi- 
tions. Like other institutional practices, 
these lending plans in many character- 
istics have stubbornly resisted change 
in spite of drastic changes in the cir- 
cumstances which surround them. The 
activities of the Federal Home Loan 
Bank Board and its affiliated agencies 
encourage the nationwide adoption of 
what experience has proved to be 
the best and simplest lending policies. 
These are embodied in the long-term, 
direct-reduction, amortized loan, bear- 
ing a rate of interest directly related to 
the degree of risk undertaken by the 
lender. 

The Board’s activities necessarily en- 
courage also careful and accurate ap- 
praisal procedures and the mainte aance 
of the security behind the loan. Empha- 
sis is placed upon careful analysis of the 
needs and capacities of the borrower in 
order to prevent the misfortunes that 
result from purchase of a home mor 
expensive than the borrower is able 
carry. | 

The fact that the small sums whic! 
the thrifty individual is able to a 
cumulate from time to time are i 
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largely in the securities of 
home-financing institutions 
especially important to see 
nvestment policies of such 
; maintain the sacredness of 
assumed. Our people have 
e recognized the necessity of 
, protection to such investors 
necessity of governmental 
n of the operations of in- 
which attract their funds. 
supervision alone has proved 
to give the assurance re- 
the protection of this type 
To fill this gap, Congress 
vided means of insuring the 
f such investors against loss 
manner described above. 
effectiveness of these various 
innot be measured until they 
to the test. The Home Owners’ 
rporation has already met one 
It has demonstrated its 
y to save the homes of distressed 
wners and to preserve the 
of home-financing institutions 
ve utilized its facilities. The 
was distinctly a depres- 
y. The other activities de- 
| above are primarily, although 
ly, prosperity agencies. Already, 
leral savings and loan associa- 
ve become the most active 
entality in the home-financing 
nsurance of accounts has demon- 
usefulness in restoring the 
nce of investors. The Federal 
2n Bank System has outstand- 
the present time, a larger dollar 
' advances to its members 
the volume of Federal Reserve 
itstanding. 
pite of these achievements, the 
real-estate market has not yet 
| that degree of activity which 
necessary before we can really 
trength and adequacy of these 


measures provided for the develop- 
ment of thrift and home-financing 
institutions. When economic conditions 
again encourage the purchase of homes, 
thereby creating an active demand 
for home-financing institutions which 
render this type of service, they will 
again be in the market bidding for the 
savings of the thrifty investor, and, at 
the same time, they will make more 
generous use of the Federal Home Loan 
Banks in supplementing such savings 
by long-term advances for home-financ- 
ing purposes. While the United States 
has subscribed for only $125,000,000 
of the stock of the Federal Home Loan 
Banks, the resources of these institu- 
tions may be expanded indefinitely 
through subscription to shares by their 
members and through the issue of 
bonds and debentures secured by ade- 
quate collateral. 

Those who have given most careful 
study to the whole fabric of thrift and 
home-financing institutions believe that 
the Federal Home Loan Bank System 
and its afhliated agencies have at their 
disposal adequate facilities for meeting 
the needs and supplementing the re- 
sources of private thrift and home- 
financing institutions. They believe 
that all that is needed is the full utiliza- 
tion of these facilities by eligible institu- 
tions so that they may meet the needs 
of home owners and give adequate 
protection to investors as economic re- 
covery develops. The Board’s agencies 
should be able to assist materially in 
stabilizing urban real estate values and 
to help prevent the chaotic condi- 
tion of the real estate market that 
necessitated the organization of the 
Home Owners’ Loan Corporation in 
1933- 

It has often been said that experience 
is the best teacher. It is unfortunately 
true that experience teaches us some 
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things we ought not to know. During 
the recent depression we have suc- 
ceeded in the use of certain devices to 
such an extent that we may be en- 
couraged in their further application 
and even extension at times and under 
conditions which might require more 
desirable devices. Perhaps the Home 
Owners’ Loan Corporation is a device 
that we should avoid for the future. It 


is however apparent that if anoth- 
depression, such as that following 1925, 
overtakes us, some such AgENCY as the 
Home Owners’ Loan Corporation ma; 
again be called into use unless we have 
developed adequately the machinery o/ 
the Federal Home Loan Bank system, 
the Federal savings and loan associa. 
tions, and the Federal Savings an¢ 
Loan Insurance Corporation. 
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LOW-COST HOUSING IN THE UNITED STATES 


BY CHARLES W. KILLAM 


NYONE who discusses low-cost 
housing can attempt to cover 
only that portion of this very 

subject that his training, experi- 

and interest have led him to 
[his paper will not include 
cs, European housing experi- 
lth considerations, or social 

It will present some con- 

ns in connection with the 
situation, and then take up 
blighted areas, urban projects, 
subsidies, competition with pri- 
enterprise, future housing policy, 
he opportunities for general in- 
in a movement to replace obso- 


anes 


JUSITLY. 


present housing movement is, 
‘all, an attempt to relieve unem- 
In 1921, some three and a 
illion people being out of work, 
Harding called a Confer- 
Unemployment, and Herbert 

r, then Secretary of Commerce, 
as Chairman. Among other 
iendations, the Conference sug- 
long-range planning of public 
hat is, that Federal, state, and 
11 construction be planned and 
o as to be increased in time 
sion and decreased in boom 


. In 1931, in the midst of another 


President Hoover called 
er a Conference on Home Build- 
nd Home Ownership. However, 
1 nothing in the way of financing 
anning to put large-scale public 

tion work into effect, so that 
President Roosevelt established 
leral Emergency Administration 

Works in 1933, he was 
apped by the absence of the pre- 


requisite financing and planning. The 
types of construction which could be 
designed and engineered most promptly 
were favored because they would put 
the most men to work in the shortest 
time. Subsidized housing had been used 
successfully in Europe as a relief for un- 
employment, and was naturally chosen 
for one of the forms of construction to 
be pushed here, but no organization 
was available to do it promptly or well. 
It has also been handicapped by an 
opposition which fights every step. 

The forty-five Federal projects and 
the seven limited dividend projects 
helped by the Public Works Adminis- 
tration during the depression have cost 
about $125,000,000 of Federal funds. 
These projects cannot be taken as a 
fair example of what might be accom- 
plished by a publicly aided housing 
program if an experienced organiza- 
tion had been in existence, cooperating 
authorities set up, legal questions set- 
tled, and time available to study each 
project properly. In future depressions, 
however, increased public construction 
is likely to be used again to give em- 
ployment, and housing will probably 
be a part of such construction, par- 
ticularly if organizations have been 
built up to put housing projects into 
action promptly. 

The interest which has been aroused 
in housing during the depression, as 
well as the current attempts to increase 
social security in general, is likely to 
lead to more publicly aided low-cost 
housing in normal times in the future. 
If sub-standard housing can be re- 
placed by new housing, a tremendous 
impetus can be given, not only to the 
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building industry itself, but to all the 
wide field which supplies building 
material and equipment. The subject 
of housing is therefore of interest to 
industry in general as well as to real 
estate men, owners, tenants, builders, 
and material men. 


Present Housing Conditions and Reason- 
able Standards 


The housing situation in the United 
States has been unsatisfactory in the 
past and is particularly unsatisfactory 
at present. “Income and Cost” sur- 
veys have shown that many city dis- 
tricts pay far less in taxes than they 
cost in municipal services. Real prop- 
erty inventories have verified the com- 
mon opinion of the more observant 
that much of our housing is sub-stand- 
ard, poorly equipped with conven- 
iences, and that some of it is unfit for 
habitation. Our housing is not up to 
the standard of our automobiles, our 
radios, or our refrigerators. We buy 
these conveniences or luxuries freely 
because we get more for our money 
than we do in buying houses. We re- 
place these things with new before 
they are worn out in many cases. We 
do not replace houses in some cases 
until long after they are worn out. In- 
dustry scraps machines and buildings 
in order to earn more money with new 
machines and buildings. Landlords do 
not so often scrap their houses; they 
expect them to continue to earn returns 
after fifty or more years, even though 
they were not well planned or weli 
built in the first place. The fact that 
there are vacancies in some of these 
old houses is no reason for us to put off 
all new housing until every unfit build- 
ing is full. 

Considered from the standpoint of 
owner or tenant, the present private 
development of low-rental districts 





has many disadvantages. In unzone; 

cities the individual owner is at the 

mercy of a next-door neighbor who 
may develop his property in a way 
which may be profitable to himself by; 
harmful to the district. Even in zoned 
cities, some individual owners may 

be unable or unwilling to maintain 
their property in good order and may 
thus depreciate the district as a whole. 
An individual owner may sell or rent 
to an undesirable family. A few proper- 
ties thus occupied by people of a differ. 
ent race, religion, or customs, may 
start an exodus of more desirable resi- 
dents. A large-scale well managed 
housing development can avoid pre- 
mature obsolescence and depreciation 
by shutting out undesirable tenants or 
structures, by building with durable 
and fireproof materials, and by in- 
suring congenial tenants by skillful 
management. 

Opinions may differ as to what con- 
stitutes a reasonable standard for low- 
cost housing. For urban housing, 
may be agreed that there should be a 
convenient arrangement of a sufficient 
number of rooms per family with ade- 
quate light and air to every room, 
court, and yard, safety from fire, cen- 
tral heating, and toilet facilities withi 
each apartment. In any low-cost hous- 
ing the floors, walls, and interior finis! 
should be of durable and easily cleaned 
material. City planners, housing re- 
formers, and social workers insist that 
the buildings should be two or three 
stories in height instead of the four- 
story walkups common in_ private 
developments. They insist that the 
coverage, that is, the percentage cov- 
ered by the building, should be muc! 
lower than the prevailing coverage 11 
privately owned apartment houses, anc 
so allow more open space for childrea 
to play and for lawns and planting. 
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ithorities would also recom- 

ial rooms, common laundries, 
facilities, and other com- 
:menities. Recent limited divi- 

nd Federal housing projects 

the standards here described. 
generally assumed that there 

| be one standard for all low-cost 

¢, but this assumption may well 
tioned because of the variations 

mes within the low-wage group 

_In the year 1933 it is reported 

t 70°7, of American families received 
incomes of less than $1,500, 

than $3,000, and 99% less 

$7,500. For the large number of 
with incomes below even 
¢1.000, the standard described above 
impossible of attainment in 

using. For instance, four-story 

ps’? may have to be built in- 

f two- or three-story buildings. 
coverage may have to approach 
percentage common in privately 
vned apartment houses, thus reduc- 
eliminating play spaces and 
plots. Central heat may have to 
laced by combined heating and 
king apparatus, possibly with fuel 
than coal. Closet beds may have 
used to provide more sleeping 
modations. Self-supporting ten- 
ts get along with these standards at 
ent; tenants supported in part by 
aid should be satisfied to live in 
uses with these low standards 
ause the alternative is to live in 
houses with no standards at all. 
planners, housing reformers, and 
workers will object to the lower 
lard just suggested and will argue 
t we must look forward to a higher 
lard of living in the future and 
ide that higher standard now for 
people by public aid. The answer 
that no worthwhile housing will 
get started if the standards are 
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set so high that the subsidy will have to 
be excessive. So-called low-cost hous- 
ing must be low cost if the public is to 
be persuaded to support it. We should 
be more interested in starting a de- 
velopment which will provide im- 
proved conditions for many in the 
future than in providing uneconomi- 
cally extravagant accommodations 
for a few now. 

Obviously families with an uncertain 
income of less than $1,000 cannot ex- 
pect new housing even with the lower 
standard suggested above. For the 
rents which they can afford to pay 
they must, if they are to stay in the 
city, live in second-hand housing, 
housing built perhaps for a different 
class altogether, altered to fit a change 
in character of occupancy, and not 
always fitting it well. 


Deficit Districts, Slums, and Blighted 
Districts 


Recent ‘“‘Income and Cost”’ surveys 
have shown that cities have large areas 
of low rental districts which pay far 
less to the city in taxes than their cost 
to the city for its services, such as 
schools, welfare, police, fire, street 
maintenance, and hospitalization. In 
addition, private charities pour money 
into these districts. These deficit dis- 
tricts are, in fact, indirectly subsidized 
now by the business, industrial, and 
high-rental residential districts, which 
pay more in taxes than the cost of city 
services that they themselves receive. 
The tenants in such districts are pay- 
ing rents too small in proportion to the 
cost of city services which they receive, 
especially if they have numerous chil- 
dren in the public schools. The land- 
lords are drawing income on property 
which is not paying its share of city 
expenses. Employers of the labor which 
lives in such districts are getting their 
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help for smaller wages than would be 
possible if the employees were required 
to pay more of their fair share of city 
expenses. 

It is a common belief that it is a 
good thing to bring any new industry 
into a city without regard to its char- 
acter. Is it always a good thing for 
the taxpayers in general ? This question 
cannot be answered until careful in- 
vestigation has shown the income and 
cost to a city for the manufacturing 
plant and its employees together. It 
might be found that a plant which 
paid $10,000 in taxes was supported 
by low-wage employees who cost the 
city $50,000 in city services more than 
they paid in taxes. Can such low-wage 
industries expect municipalities to sup- 
ply their employees with expensive 
city services at a large loss, or should 
such industries and their employees 
move out into country villages where 
the employees could live in cheap 
houses, would have fewer services 
supplied to them, and could eke out 
their insufficient wages by gardening? 
The problem of the deficit district is 
not solved by rebuilding it with better 
housing. As long as the dispossessed 
remain in the same city they are still 
a charge on the school, welfare, street, 
police, fire, hospital, and other de- 
partments. They do not belong in 
congested districts with high-cost 
land. 

A slum may be defined as a neigh- 
borhood where buildings have insufh- 
cient light and air to rooms, courts, 
and yards, poor plumbing, fire hazard, 
structural weakness, delapidation, room 
overcrowding, and poor maintenance. 
The inhabitants are, in large num- 
bers, dependent upon public or private 
charity, and include a much higher 
percentage of diseased and delinquent 
than the average. A slum therefore 





endangers the health, safety, and morals 
of its inhabitants. 

Slums may be near business or ip. 
dustrial districts and the land may be 
held for a relatively high price in the 
hope that these latter districts may 
spread. This expectation is based jp 
part upon the assumption that 4 
steadily and rapidly increasing popu. 
lation will require steadily increasing 
areas for business. Restriction of jm. 
migration and decline in the birth rate 
are slowing down the rate of growth, 
Higher office buildings allow expan- 
sion vertically instead of laterally and 
are thus providing needed office space 
without expansion of the business dis- 
tricts. Landlords have also expected 
increase in land values because zoning 
laws in general have set aside much 
larger areas for business than the event 
has proved necessary. Owners in resi- 
dential areas thus zoned for business 
have assumed that if their areas had 
been zoned for business they would 
therefore become business areas. This 
expectation has discouraged rebuilding 
or even good maintenance as a residen- 
tial district. Meanwhile the ownership 
and tenancy may have changed from 
one wave of immigration to another, 
and the buildings have been allowed to 
run down. 

A blighted district may be defined 
as a neighborhood where property 
values have depreciated seriously and 
buildings are either vacant or occupied 
by unprofitably low-rent tenants. The 
blight may be due to the voluntary 
removal of prosperous owners or profit- 
able tenants to a newer and more 
popular neighborhood. Or the blight 
may be caused by the intrusion of 
business or industry so ill suited to the 
neighborhood that property values 
are depreciated. It differs from a slum, 
in part in degree, and in part in the 
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that the depreciation is in prop- 
values more than in human values. 
ighted district may become a 


. bligh 
Slums and blighted districts are a 
for the municipality as well 
the owners. They are often fully 
iipped with municipal services like 
-hools, police and fire stations, paved 
treets, water and sewer systems. 
[hey are often close to the business or 
ndustrial districts so that the inhab- 
nts can walk to their work and 
us reduce the load on transit facili- 
New housing on cheap unde- 
ped land in the outskirts may 
both blighted districts and the 
thereby leaving fully serviced 
ts working to less than their 
ity. At the same time that new 
pal services must be supplied 
outskirt development, the 
iestion of what to do with the dis- 
ts thus drained of their inhabitants 
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Rehabilitation 
In the face of losses by vacancies in 
and blighted districts the owners 
been helpless. Whether a poor 
man with a small equity, a bank or 
rance company with many fore- 
| mortgages, a city with tax titles 
hands, or the Home Owners’ 
Loan Corporation, they are all doing 
i piecemeal job. A few scattered 
partment houses, altered by banks 
ich have taken them over, cannot 
ise the standard of a neighborhood, 
an a few scattered houses with 
ew plumbing or paint stop neighbor- 
| depreciation. If a bank which 
wns One building rehabilitates it while 
ther bank owning an adjoining 
ling boards it up, and the city 
h owns another adjoining building 
nothing, the rehabilitated building 
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may neither sell nor rent. There are so 
many buildings now in the hands of 
cities, banks, and insurance companies, 
that the time is opportune for coopera- 
tive action to rehabilitate several 
buildings in a block so that the com- 
bined improvement may help the 
neighborhood. It may help to tear 
down some of the least profitable 
buildings and perhaps gradually to 
rebuild on a well planned basis; but 
any attempt to continue old houses 
in use permanently by tearing down 
alternate buildings is likely to be ex- 
pensive and unsatisfactory. Public sub- 
sidies would be better spent on more 
thoroughgoing developments of new 
housing, leaving rehabilitation of indi- 
vidual old buildings to be aided by 
mortgage relief in some form. 

One way for private enterprise to 
deal with blighted areas and slums is 
to secure legislation which will allow, 
say, three-fourths of the property 
owners in any designated neighborhood 
to organize an improvement district 
as a public corporation to develop a 
neighborhood plan, which, after ap- 
proval by the local government, can 
be executed with money raised by a 
district tax. 

Competition with Private Enterprise 

Low-cost housing has been built by 
philanthropists, by foundations on a 
non-profit or limited profit basis, and 
latterly by limited dividend corpora- 
tions with Federal aid from subsidies 
and low-interest loans. During the last 
year the Housing Division of the 
Federal Emergency Administration of 
Public Works has been building forty- 
five projects directly. Private enter- 
prise complains of the competition of 
publicly aided housing, whether the 
aid takes the form of direct subsidy or 
tax exemption or both. There is much 
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talk of government competition with 
private business, more than is justified 
by the small amount of government 
construction so far under way, about 
one dollar per capita. The publicly 
aided housing tries to limit its service 
to the low-rental group. This group 
now has to live in sub-standard hous- 
ing because private enterprise cannot 
afford to provide decent housing for 
the rents received. If new housing 
provides more units than the old 
buildings displaced, it has added to the 
competition with private enterprise. 
If the new housing has less units than 
the old buildings, it has reduced the 
competition, although it may change 
the rent level with which it competes. 
In either case the dispossessed occu- 
pants may fill up vacant tenements in 
the neighborhood or, at any rate, in 
the same city, some of them moving 
back into the new project if the rents 
are low enough. 

The general welfare would seem to 
demand that the property rights of the 
owners of sub-standard housing should 
not be allowed to thwart all attempts 
to produce better housing for the poor 
by public aid. Nor should a scheme for 
improving low-cost housing be rejected 
because it takes considerable areas out 
of the real estate market, thus limiting 
the chances of real estate men to make 
a profit by buying, selling, and renting. 
Low-cost housing must eliminate mid- 
dlemen’s profits as much as practicable 
if it is to be low-cost. The municipality 
has a right to save money by reducing 
the drain of deficit districts by improv- 
ing the condition of the poor so as to 
lighten the load on welfare, poorhouse, 
and hospital. Publicly aided housing 
for the poor is not going to destroy real 
estate investments as a whole; real es- 
tate has a far greater field for profitable 
activity than low-cost housing. 





The fact that new housing replac- 
ing slums has not yet been produced 
cheaply enough to allow all of the dis. 
possessed occupants to return is not 
surprising, nor is it a reason to give up 
all attempts to provide decent housing 
for the poor. The very lowest wage 
group cannot be provided for at first: 
perhaps they must always live in city 
slums or else move to cheap land in the 
outskirts. If the project were subsidized 
100% as far as the first cost is con- 
cerned, some slum tenants would be 
unable to pay enough rent to cover 
maintenance costs alone. A practicable 
and desirable approach would be t 
subsidize only enough at first to pro- 
vide for what might be called the upper 
levels of the low-wage group, so that 
experience may be gained which will 
lead to improvements in financing, con- 
struction costs, and maintenance, and 
so allow later projects to be built for a 
still lower wage group. 

It is said by the thoughtless that 
slum clearance is futile unless the peo- 
ple to be dispossessed can be rehoused 
in the same area. This is generally im- 
practicable because, if the area cleared 
is, as it should be, the worst, or one of 
the worst, districts i in a city, some of the 
occupants will be dependent in whole or 
in part upon public or private charity. 
They must move into vacant tenements 
in old buildings. Assuming that the 
worst housing has been included in the 
slum clearance, the vacant tenements 
into which they must move will be better 
on the average. This filling up of exist- 
ing vacancies in old buildings by the 
dispossessed, allows the owners of the 
old buildings to raise their rents. I! 
the worst slums are cleared, they cannot 
be replaced by anything so bad because 
any new low-cost housing built by pri- 
vate enterprise in recent years has been 
so controlled that it is bound to be 
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¢ progress must not be blocked 
cannot provide at first for 
levels of the low-wage group. 

is not a housing problem, it is a 
blem; they must be supported 

t in the slums or in whole in the 


in Large-scale Projects 
r as the tenants are concerned, 
ile housing can afford to furnish 
ght, hot and cold water, refriger- 
ommon laundries, community 
y rooms, and other conveni- 
not practicable in the case of 
ircels in individual ownership. 


exemption or of service charges in 


taxes, the economies in the cost 
nicipal services to large-scale proj- 


uuld be considered. The largest 


ngle item of municipal expense is for 


ls, and this cost is not, of course, 
ted by housing conditions; it de- 


pon the number of children sent 
public schools in relation to the 
paid directly or indirectly by the 


rents. Other city services, however, 
‘reatly simplified in the large-scale 


as compared with the services 


iired for a similar area covered with 


dual buildings in different owner- 
Collection of ashes may be from 
entral heating plant for several 

' buildings as contrasted with 


lection from many back yards. Or 


ise of oil in the central plant may 


inate collection altogether. Collec- 


garbage and waste from the 


idue from a few incinerators is much 
pler than from many back yards. 
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ing is simpler for large buildings so 


iped that a patrolman can walk 
igh large open spaces than it is if 
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rounded by fences. Fire protection is 
simpler for fireproof buildings than for 
a miscellaneous assortment of non-fire- 
proof buildings with a maze of wooden 
outbuildings and fences. Large groups of 
fireproof buildings may well stop a con- 
flagration. Large housing projects re- 
duce or eliminate public streets within 
their areas and thus reduce paving 
maintenance and snow removal costs. 
Water supply and sewers are greatly 
simplified when they serve a 10-acre 
project as contrasted with service to 
numerous individual parcels in a similar 
area. 

Furthermore, a housing project, large 
enough to form its own neighborhood, 
properly planned and well maintained, 
increases and stabilizes adjacent prop- 
erty values because it insures good 
conditions for a period of years. It 
thus functions like a zoning code. The 
reverse condition obtains when slum 
property is held in many small par- 
cels by owners many of whom are too 
poor or too shiftless to maintain their 
buildings and grounds properly. Shabby 
buildings or the wrong kind of tenants 
in a few scattered properties may thus 
depreciate their neighbors’ investments, 
and the latter are helpless. ‘The owner 
of an old but well maintained property 
in an unzoned city is at the mercy of 
neighbors who may build new buildings 
which are too high, or which cover too 
much ground, or which are used for 
purposes detrimental to others. 


Slum Clearance and Alternatives 


Slums which need to be cleared out 
may be pointed out in part by real 
property inventories which have been 
made recently in many cities. “‘ Income 
and Cost” surveys also help. These 
form the basis for the preparation of 
spot maps showing buildings in need of 
structural repair or unfit for habitation. 
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Although information gathered from 
spot maps may point to certain areas 
which ought to be cleared out, the dif- 
ficulty of assembly may make it im- 
practicable to choose the one most in 
need of clearance. An area in the owner- 
ship of a few large estates may well be 
chosen on account of the relative ease 
of assembly rather than a district more 
in need of clearing but with owners so 
numerous, so scattered, or so involved 
in estate settlements, as to discourage 
purchase. In this connection, a munici- 
pality ought to be allowed to withdraw 
from a taking after the courts have 
fixed the costs, although such a right 
has obvious difficulties and some possi- 
ble injustices if it were used. The prob- 
lem of economical, fair, and prompt 
land assembly is unsolved. If a com- 
munity has an established city plan or 
has a planning board in being, the site 
should be selected with the city plan in 
mind. 

An orderly and sure progress in hous- 
ing is likely to be hindered by insistence 
of city planners, housing reformers, and 
social workers upon impracticably low 
densities, particularly in slum clear- 
ances on high-cost land in cities. These 
low densities may be attempted by 
limiting the heights of buildings to two 
or three stories, or by low coverage, 
or by both. It is futile to attempt to 
change the density pattern of a city, 
already well built up, by rebuilding a 
few blocks with heights or coverage too 
far out of line with existing private 
developments. If a project covers only 
25% of the land and is only three stories 
in height in a city where apartment 
houses cover 50% of the land and aver- 
age four or five stories in height, it will 
either require an excessive subsidy or 
will fail to pay reasonable taxes, or will 
fail to provide low-cost housing. Such 
a project subjects itself to deserved 


criticism and ridicule, and the housing 
movement cannot afford to increase the 
number of its critics. The assumption 
that a generation hence the people w; 
be demanding a density so much less 
than at present does not justify 
in building too far in advance of pres. 
ent practice, but when we find any 
large proportion of new housing steadily 
changing in the direction of lower densi- 
ties we shall be justified in building 
publicly aided housing to still lower 
densities so that its period to obsoles- 
cence will be lengthened. 

Many publicly aided projects, par- 
ticularly upon high-cost slum-clear- 
ance land, have voluntarily taken upon 
themselves a heavy handicap in this 
matter of low coverage. They have left 
open spaces, not only large enough for 
ample light and air, but for lawns, 
planting, and play spaces for small 
children. These play spaces keep the 
children under their mothers’ eyes and 
away from the dangers of the street but, 
desirable as they are, privately owned 
apartment houses cannot afford to sup- 
ply them, and publicly aided housing 
should not be expected to except in a 
very economical manner. Provision for 
playgrounds in general is a municipal 
duty, to be supported by the whole 
community, not a duty which should 
be loaded on the housing project which 
is already overburdened in trying to 
satisfy the essential needs of the poor. 

The high cost of new housing on 4 
cleared slum may lead to projects on 
cheap vacant land in the outskirts. For 
example, the project in Cambridge, 
Massachusetts, on the edge of an indus- 
trial district, required the purchase oi 
a thickly populated area assessed for 
$184,900 on the land and $448,000 on 
the buildings, all of which had to be 
destroyed. Vacant land development 
would have allowed housing at a much 





lowe 
stroy 
ment 


as fé 
reacl 
may 
tiona 
Such 
drain 
alrea 
Ices, 
be lo 
owne 
opme 
lar h 
becat 
petin 
Al 
dren 
incon 
ditior 
a lar; 
empl 
thus 
fewer 
ment. 
town 
enoug 
They 
own | 
childs 
go to 
or his 
If ina 
tries, 
if the 
towns 
kind ¢ 
famili 
they 
haps | 
such 
welfar 


Futur 


A} 
likely 





Low-cost Housing in the United States 307 


st. but it would not have de- _—_ duces large-scale projects to rent rather 

ithe slum. Vacant land develop- — than small individual houses to be sold. 

may thus allow cheaper housing Many people do not care to own their 

- as rent is concerned and thus houses, and many should not limit their 

lower wage level group, but it freedom to change jobs by tying them- 

at the same time require addi- selves to a house. Unified and skilled 

a] municipal services to be built. management of a large project is likely 

h vacant land development may also to give economies that are impossible 

‘n near-in slums or blighted areas, in the case of a single house occupied 

ly fully supplied with public serv- by its owner. Whether we think home 

ind the process seems likely to owners are better citizens than renters 

« long-drawn-out and painful for the will not affect the decision of the indi- 
vners of the slums. Vacant land devel- vidual in the matter. 

ent, of course, arouses the particu- Any permanent housing policy must 


hostility of the real estate interests not be strangled by the requirement 
1use itincreases the number of com- that it should entirely avoid competi- 
g apartments. tion with private enterprise. Nor should 
w-wage family, with several chil- _ the success of sucha policy be handicap- 

» small to add to the family _ ped by the requirement that it should 

me, may well find better livingcon- relieve unemployment. ‘The experience 
ns on cheap land in the suburbs of | of the Housing Division during this 
ge city or in smaller towns with depression will be helpful in deciding 
yment possibilities. They could what not to do as well as what to do. 
live in a small, cheap house with A permanent housing policy cannot in- 
nveniences than inacity tene- clude continuation of Federal gifts of 
t, and with smaller costs forcityor 45% of thecost. Any reasonable annual 
ervices. They could have land appropriation on this basis would sup- 

for a garden and to keep hens. _ ply too small a fraction of the need. 

ild have room enough on their Nor should the determination of sites, 

t or in the neighborhood for the types, and policies be centralized at 

lren to play. The wage earnercould Washington. The Federal Government 
his work by train, street car, bus, can establish a national housing re- 
rhisown or his neighbor’s automobile. | search bureau and clearing house for 
wn with only one or twoindus- _information in some such way as do the 

he might travel to nearby towns Departments of Agriculture and Com- 

cal industries were idle. Some merce, which have large divisions de- 

{ course would not welcome the — voted to technical research and the 
houses which some of these poor _—— evaluation of methods and materials. 

s might have to live in, nor would Such a well manned and well organ- 
welcome a foreign element, per- _ized bureau at Washington can conduct 
hard to assimilate, particularly as _ studies in types of site plans, floor plans, 

i families are likely to go on the _ construction, costs, and other matters. 
‘are roll in times of depression. During 1935 the Housing Division did 
(tiles this, but it attempted much more. As 
oe the Government was giving outright 
housing policy for the future is 45% of the cost of the projects and was 

ly to be most successful if it pro- the title owner, the Housing Division 
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had the right to decide as to the type of 
development. They dictated too much. 
They relied on the men in their own 
organization and on the advice of con- 
sultants rather than upon the advice of 
responsible officials and informed citi- 
zens of the localities. The localities may 
have had no housing authorities at the 
time, but planning boards and profes- 
sional and business bodies could have 
been consulted to advantage. Early con- 
sultation with such bodies and some 
acquiescence with their views would 
have resulted in projects better fitted 
to the localities than those which were 
determined in all of their important 
features by outside experts who may 
have known much of city planning and 
housing in general but very little about 
the particular locality. Such early con- 
sultation would also have reduced local 
opposition. 


Subsidies. Although every effort 
should be made to induce private capi- 
tal to enter the housing field, public 
subsidies are needed in part and perhaps 
permanently to help the lower levels 
of the low-wage group. Objections are 
raised but subsidies are already com- 
mon. The Federal Government sub- 
sidizes shipping and air lines directly, 
and indirectly through the tariff. State 
governments subsidize hospitals and in- 
stitutions of higher learning. Cities, 
towns, and districts subsidize schools, 
hospitals, and poorhouses. Federal sub- 
sidies will probably be necessary in 
some form for the present, but the ideal 
program for the future would be a large 
participation of private capital, some 
local subsidy, and a Federal subsidy or 
loan kept as small as possible. ‘The 
advantage of local subsidy and respon- 
sibility is that local officials and citizens, 
familiar with local conditions, can best 
decide whether public participation is 


necessary and, if so, where and what the 
type of development should be. State 
or municipal aid might be given in the 
form of temporary total tax exemption 
or permanent partial tax exemption. (); 
a subsidy might be granted to the pro. 
jectors at the time of building or a cop- 
tinuing and perhaps varying monthly 
subsidy to the projectors. Another pos- 
sibility is a direct subsidy to the tenant 
in the form of part payment of rent. 
The advantage of a periodic subsidy, as 
contrasted with a lump sum subsidy at 
the time of construction, is that the 
former allows adjustment to economic 
changes during the life of the buildings. 
England’s long and large-scale experi- 
ence should help us to choose. 

If housing is to be publicly aided by 
direct subsidy, the whole of the subsidy 
should reach the tenant; there is no 
excuse for subsidizing any of the mid- 
dlemen. Any middleman’s profit should 
be earned and should be limited. It has 
been suggested that the government 
retire from the housing construction 
field altogether and assist families in 
the lowest income group by a rental 
subsidy. This is based upon the belief 
that the government should not com- 
pete with private business, but it leaves 
an opportunity for the middleman to 
get an undue share of the government 
bounty. Wherever public money is in- 
vested public control should limit the 
returns to private capital as, for in- 
stance, in the case of limited dividend 
corporations. In the case of govern- 
ment money loaned at a low rate o! 
interest, which is, after all, only another 
form of subsidy, government control 
should limit its use to low-rent and low- 
profit housing. 

Limited dividend housing without 
government aid has been carried on for 
some years. In spite of the fact that dur- 
ing this depression only seven limite¢ 
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rojects have been carried out 
ernment aid, longer experience 
organization may lead to 
‘ss in normal times. 

mption. Tax exemption to 


eV 


ed private enterprise, either 
t partial exemption, is to be 
f possible, because it permits 
ling of housing of the lowest 
allowed by building codes 
, the unsatisfactory product 
give the highest profit. Obvi- 
pecial privilege of tax exemp- 
wisely be granted to give a 

a better chance to become 
nd more nearly self-support- 
, but it cannot be justifiably 
increase a speculator’s profits. 


3°99 


sion have a financial set-up which pro- 
vides for amortization of 55% of the 
cost over sixty years. Because of this 
long amortization period, and because 
the buildings are three or four stories 
high and are located in cities, fire- 
proof construction and durable mate- 
rials have been used. There was no time 
for experimentation with new materials 
and methods to see if they would be 
durable and cheaper. A complete hous- 
ing program should give time, money, 
and organization to try out new mate- 
rials and methods which might provide 
cheaper construction with a shorter 
amortization period. This, in turn, 
would allow the housing to be scrapped 
at the end of, say, thirty years, if chang- 
ing conditions made it desirable. For in- 
stance, a slum clearance may be rebuilt 
now for housing, but thirty years hence 
the character of the district may be 


Interest Rates. Low interest rates in 
pe have encouraged new housing. 
been estimated that a reduc- 

1% in the interest rate will 
reduction of from seventy-five 

ne dollar in rent per room 

nth. Low interest loans, either 
private, seem to be the most 

peful method of encouraging housing __ instance. They say that its methods are 
. Longer antiquated, that houses are made to 


changed so that business or industrial 
buildings may be more appropriate. 
Some writers have contended that 
great economies would be possible if the 
methods of the building industry could 
be improved. They compare it disparag- 
ingly with the automobile industry, for 


amortization periods will 


| and are justified if the proj- 
planned and constructed 

y will not be subject to rapid 
nce and depreciation. The pe- 
solescence can be lengthened 


order by manual labor at the site rather 
than by mass production in factories. 
This criticism comes, in general, from 
men who lack long and responsible ex- 
perience in building construction. Any- 


one who watches the innumerable new 
materials, methods, and applications 
pouring into the market, must believe 
that no chance for profitable improve- 
ment is likely to be overlooked by 
the millions of men whose livelihood 
depends directly or indirectly upon 
the building industry. The market for 
houses is not as great as for automo- 
biles, refrigerators, or radios. A house 
has a much longer life than any of these. 


tural plans which provide 

light, air, and amenities than the 
m allowed by current building 
ind depreciation may be reduced 
ble and fireproof construction. 
bing and heating equipment will 
to be renewed during the long life 


Construction Costs. The urban hous- 
ts built by the Housing Divi- 
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The construction of the shell of the 
house itself, its walls, floors, roof, and 
partitions is, after all, only a part of the 
total cost which includes financing, 
land, utilities, heating, plumbing, and 
lighting. All of these must be cheapened 
to obtain worthwhile economy. There 
is much current interest in prefabrica- 
tion, but so far there are no large-scale 
results. 


Labor Costs. Labor in the building 
trades could afford to work for a lower 
hourly wage if it could be assured 
of more days’ work in the year. A 
lower hourly wage might well encour- 
age enough additional building so that 
the annual wage would be as much as or 
more than at present. Union labor will 
fight any reduction in the hourly rate, 
claiming that other elements in the in- 
dustry must reduce their costs, and also 
that labor must be assured of more con- 
tinuous employment. Such continuity 
might be assured by large well-managed 
contracting organizations, particularly 
those which could finance themselves 
as operative builders. Already some 
organizations owning or operating a 
number of buildings are keeping build- 
ing mechanics steadily employed, in 
some cases at pay less than the union 
rate. If labor does not cooperate to 
reduce costs, the tendency will be for 
shop fabrication to replace costly labor 
at the job. Synthetic materials are 
already replacing plaster, for instance. 


Politics. Politicians will try to get 
something out of any public housing 
project. The Housing Division gave 
45% grants during the depression to 45 
Federal projects. Theoretically these 
45 projects should have been allocated 
to the 48 states and the outlying posses- 
sions on the basis of relative need alone, 
a sufficiently difficult decision to make 


even by the best informed and leas: 
politically minded officials. Local polit. 
cians who wanted to gain Prestige by 
bringing a project to their city, or t 
profit by some of the ensuing Negotia- 
tions, had an opportunity to use thei; 
influence to get a project, even though 
local real estate interests might be jn 
opposition. After the site was chosen, 
the property was appraised by local 
appraisers selected and paid by the 
Housing Division. Political lawyers had 
an opportunity to act for property 
owners in negotiations for sale. The 
choice of project managers and their 
assistants to construct the buildings 
gave another opportunity for political 
influence. If the site plan required the 
closing of public streets, the local mayor 
and councillors had an opportunity tc 
insist upon more or less legitimate 
favors before they voted for the closure. 
There are opportunities for the use of 
influence in giving jobs to building 
mechanics. After the buildings are com- 
pleted there is danger of political influ- 
ence in the choice of tenants and in 
the relations between management and 
tenants. 


Housing Authorities. Recent legisla- 
tion has established state and municipal 
housing authorities in many states. In 
general they are independent boards, 
having no right to the use of state or 
municipal credit, though they may bor- 
row on their own account. They have 
the right to buy land, build housing, 
and operate it. They can convey land 
to the Federal Government. They caa 
take land by the right of eminent 
domain under certain restrictions. The 
Massachusetts law, for instance, passe¢ 
in 1935, restricts municipal housing 
authorities in the use of this right 
to cases where at least 65% of the 
property has already been secured by 
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or gift. This law makes it 


if 


4 right which has been dis- 
1 in the courts. 


t 


heoretically the local housing au- 


‘ties should be entirely nonpoliti- 


] 


ite 
ILC, ¢ 


uring the early work of selection 
and determination of site plan 
ype of buildings, a real estate man, 


ty planner, an architect, or a builder 
iid probably be more useful than 


hers because of his technical or busi- 


ss experience and because he is more 
y to have already studied the sub- 


vwayv 
Way, 


ct. Labor will demand representation 


and the problem will be to 


nda man who knows what the tenants 


have, rather than a man who 


| be interested only in maintaining 


n conditions. Some member must 


particularly interested and informed 


the human elements of the prob- 


m, someone who has worked with the 
r. A professional man, like a lawyer, 


vv Lit 


or engineer, may bring to the 
the careful investigative point of 
ecessary in a duty like this which 


ins, for years to come, breaking new 


| and trying experiments. Busi- 
r industry should be represented 


21 man who will take the time to 


stigate before he gives an opinion, 


t as he would if he were investing his 


money. Business men in politics 
t always businesslike. 


Management. The management of a 


arge-scale low-cost housing project will 


lire a type of training not common 
this country. A manager must be a 


n who is far more than a mere rent 


lector. He or she will have to deal 


a variety of races, a variety of 
| problems, will have to know how 
lide without dictation, and will 


have to manage a considerable staff of 
employees with more varied duties than 
is the case in the ordinary individual 
apartment house. One great responsi- 
bility of the management will be the 
selection of tenants. If legally possible 
in a project enjoying public aid, the 
applicant with too large or too small 
an income should be rejected in favor 
of applicants whose incomes are appro- 
priate to the rents in the project. Rents 
will have to be collected; the housing 
must not be allowed to become a poor- 
house, no matter how much political 
influence some of the tenants may 
have. 


Housing as a Market for Durable Goods 


Housing, large-scale, urban and rural, 
furnishes a tremendous market for dur- 
able goods in the form of materials for 
construction and equipment. Real prop- 
erty inventories have shown the need 
for structural repair, painting, plumb- 
ing, and heating to bring millions of 
buildings up to a better standard. It is 
a natural market, a market which does 
not depend upon high pressure sales- 
manship, nor does it need to be main- 
tained by the urge to buy a new model. 
Having, no doubt, these facts in mind, 
the Committee for Economic Re- 
covery, a non-political organization of 
business, industry, and the professions, 
has reported in favor of a great home 
building program, to be largely financed 
by private capital, but with some 
public aid. 

The number of people to profit by a 
policy of scrapping unfit housing and 
rebuilding to better standards is far 
greater than the number who profit by 
keeping obsolete buildings in the mar- 
ket. And there is a very great gain to 
the municipality and to the poor in 
progress instead of decay. 











THE MARKETING OF PETROLEUM PRODUCTS: 


BY HOWARD T. LEWIS 


HE purpose of this article is to 

present some of the broad prob- 

lems relative to the marketing 
of petroleum products, particularly 
gasoline. The discussion relates to six 
major topics: (1) the pressure of crude 
oil for a sales outlet, (2) the demand for 
a substantial separation in the owner- 
ship and control of the various major 
units within the so-called integrated 
companies, (3) the tremendous increase 
in the number of dealer outlets, (4) the 
problem of classification of channels, 
(5) the problem of margins, and (6) the 
future of the independent. 

Everyone who is at all familiar with 
the oil industry is well aware that the 
problems which arise in connection with 
the marketing of petroleum products 
originate not with the sale of gasoline 
toa jobber, but rather with the pressure 
of crude oil for a profitable market. The 
conditions under which crude oil is 
found, combined with the application 
of the so-called “‘law of capture” and 
its counterpart, the law of off-set drill- 
ing, and the ease with which reserves of 
crude can be converted into gasoline, 
have created a continuous and intense 
pressure of crude oil upon the consum- 
ing markets that must be thoroughly 
understood before any satisfactory ap- 
praisal of the subsequent marketing 
problems can be made. Although this 
statement of the case will be generally 
accepted, there are some phases of the 
problem which need restatement. 


1 Based in part on a paper delivered before the Six- 
teenth Annual Meeting of the American Petroleum 
Institute at Los Angeles, November 14, 1935. 

? This committee was appointed by Harold L. Ickes, 


Pressure of Crude Oil for Sales Outles; 


First, attention may be directed to 
common assumption that, since petro- 
leum is a natural resource and therefore 
to be reasonably conserved, all oil wells, 
including submarginal or “stripper 
wells,’ not only should be encouraged 
to continue in operation but should be 
assured a profit. Consequently, it js 
contended, the price of crude must be 
fixed at a point high enough—even by 
law if necessary—to guarantee such a 
return. Failure to do so, it is argued, 
will result in an irrevocable loss of a por- 
tion of an important and irreplaceable 
natural resource. That the general and 
permanent lowering of the price of 
crude would result in a stoppage of 
operation on many such properties, is 
not open to question; and likewise it 
may readily be conceded that from 
some points of view this would be un- 
fortunate. Nevertheless it is also clear 
that the public can pay too high a price 
for mere physical conservation and that 
the continued operation of many o! 
those wells may actually be a social 
detriment. 

The Report of the Code Survey Com- 
mittee? states that out of 58,000 wells 
in Oklahoma 30,000 would require 2 
price for crude of from $1.13 to “‘con- 
siderably more than $1.50” a barrel to 
cover costs exclusive of interest but in- 
clusive of depletion. When one recal’s 
the agitation for “dollar crude” as 4 


Secretary of the Interior, to examine and report upos 
the effect of the Code on small units in the industry 
The report was submitted to Mr. Ickes on March 2°, 


1935. 
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utly to be desired, it becomes 
t even at that figure 52% of 
ber of wells in the state (which 
for 8% of the state’s total 


t 


+ ( 


cannot meet expenses un- 
» conditions. There are sev- 


nations 


fc or 


the 


continued 


of these wells. One is that 
-s the driller is operating under 


which 


contains 


a clause 


the owner may compel him to 
perations. Since the owner 
a royalty on a gallonage basis, 
ly it is to his immediate interest 
crude oil continue to flow, re- 
of the driller’s cost of oper- 
\ second explanation for the 
1 operation of such wells lies in 
ulative hope that the future 
ing improvement either as to out- 
to price. A third centers around 
“costs.”” Undoubtedly what 
utives consider a really ade- 
wledge of costs simply does 
ist among all operators. In some 
, even where such knowledge 
t, once a well has been sunk 
pecialized equipment installed, it 
worth while to continue to oper- 
ugh only the direct costs are 
1. Under any one of these cir- 


tances and in the absence of an 


price for crude substantially 


ve a dollar, either the operations on 


f these wells must cease or the 
must continue to absorb the 


these 
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s. Furthermore, it may be observed 


osses in the aggregate, as dis- 


t from those of the individual oper- 


the result of overinvestment 
| equipment and duplication of 
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C., “Law of Capture Blamed for 
Convention,” National 
, February 27, 1935, p. 27. 

ll, Howard J. and Meyers, Norman L., 
Production,” Yale 
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November, 


1931, 
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33-68; “Con- 


The “nigger” in this particular wood- 
pile seems to be the law of capture, on 
the one hand, and the law of off-set 
drilling, on the other. Except for some 
desultory discussion from time to time, 
there does not appear to have been any 
particularly active effort to secure a 
modification of this interpretation by 
way of legislative enactment or other- 
wise. In the main, the status quo seems 
to be accepted. In the words of another, 
= the industry has not yet made 
a concerted attack upon it. It has, on 
the contrary, merely sought to avoid 
its effects by palliatives.”’* Aside from 
any legal question, however, the law of 
capture and particularly that of off-set 
drilling cannot be said to be in the 
social interest.‘ Legislative modification 
may not be easy to obtain, especially 
when legislators are far more concerned 
with the loss of the votes of those who 
stand to gain by the present law plus 
the odium of defending the so-called 
“large interests” than they are with 
the public weal. In the light of experi- 
ence during and since the NRA Code, 
however, it would appear reasonably 
certain that some substantial control, 
governmental or otherwise, over both 
output and prospective new wells is not 
only desirable but probable. It be- 
hooves the industry to make sure that 
such regulation is both practical and 
reasonable. 

Sound marketing policy in any in- 
dustry requires that the original pro- 
ducer or manufacturer undertake so to 
price his product for sale that those 
who buy from him are able, if reason- 
ably efficient, to realize a fair profit 
when they in turn seek a buyer in an 
stitutionality of Governmental Control of Oil Produc- 
tion,” Yale Law Journal, February, 1934, pp. 610-625; 
and Hardwicke, Robert E., “The Rule of Capture and 


Its Implications as Applied to Oil and Gas,” The 
Texas Law Review, April, 1935. 
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open competitive market. It is scarcely 
the part of wisdom, therefore, for the 
producer of crude to put his price so 
high that those who buy from him are 
unable with efficient management to 
secure a reasonable return. To peg the 
price of crude at a point that guaran- 
tees a profit to the submarginal well, 
leaving the price of gasoline free to 
move to the low levels current in recent 
years, not only forces the refiner to take 
losses which should not rest on his 
shoulders, but places an impossible bur- 
den upon a large part of the industry. 

Measures which insure the continued 
working of submarginal properties may 
defeat the real objective of true conser- 
vation not only because they result in 
disorganized, socially expensive mar- 
keting, but also because they force 
crude out of the earth and into the mar- 
ket as rapidly as possible, instead 
of adjusting the supply to a proper 
relation between current and future 
requirements. Thus the present gener- 
ation gets a cheap product at the ex- 
pense of a possibly inadequate supply 
in the future. It is entirely possible that 
the interests of real conservation might 
be better served by forcing the submar- 
ginal wells out of operation even at the 
heavy sacrifice that this would involve. 
In other words, it may be that the ad- 
vantage to the public resulting from 
more orderly and balanced marketing 
would be greater than the permanent 
loss of some part of this crude reserve. 
Certainly, the public has nothing to 
gain and much to lose by a perpetu- 
ation of such a disorganized and de- 
moralized marketing structure. 

The natural conclusion from these 
arguments is that there will be no 
adequate solution of the marketing 
problems of the industry until some 
modification in the law of capture and 
the law of off-set drilling has been 


secured, and until a reasonably effec. 
tive control has been established with a 
view to relieving the pressure of crude 
upon subsequent markets. Further. 
more, any attempt to maintain a price 
for crude sufficiently high to insure 
profitable operation of all submarging| 
wells is unwise, from the point of view 
of both the industry and society, 


The Problem of the Integrated Companies 


Closely related to this whole problem 
is a second issue of outstanding impor- 
tance. In its report the Code Survey 
Committee presents the issue as follows: 


Most of the complaints allege the use of 
profits from low-cost flush production or 
pipe-line profits to subsidize unprofitable 
refining and marketing operations. It js 
pointed out that, under the code theory of 
conservation, one of the chief objectives of 
production control is the achievement of a 
high enough average crude-oil price to keep 
in operation the majority of stripper wells. 
This, it is maintained, automatically cre- 
ates additional revenue in the production 
end of the industry. 

Many of the independent refiners and 
marketers see in this situation a constant 
threat to their operations so long as it is 
possible for some integrated companies to 
use their crude-oil profits to cover losses 
in refining and marketing. They contend, 
therefore, that production profits thus 
created should not be allowed to trespass, 
so to speak, into other branches of the 
industry, but should be separated there- 
from in some effective way, such as by 
divorcement of production from the other 
branches. 


With this situation in mind, the Spe- 
cial Committee appointed by the Ne 
tional Oil Marketers Association t 
study “Disintegration of Major Oi 
Companies” made the following recom- 
mendations in October, 1935: 


If Federal Control and Regulation ca- 
not be avoided, the N.O.M.A. shoul 
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having included a provision 
ny operation in any one branch 
lustry from engaging in any other 


N.O.M.A. should adopt as one of its 
legislative activities the vigorous 


f legislation placing pipe lines and 
ng vessels under the provisions 


-9 Y 


» eo-called Commodities Clause of the 


ate Commerce Act. 
N.O.M.A. should seek a way to 
Federal legislation to divorce re- 
ducers and transporters of petro- 
ducts from the marketing of said 
through wholesale and retail 


e N.O.M.A. favors Amendment of the 


H+ 


ties Exchange Act to require reports 
tted by oil companies to show a 
wn of their operations into their 
nective branches, namely: Produc- 


Transportation, Refining and 


he objective of such disintegration 


prevent one branch of the indus- 
trespassing upon the other 

hes. To accomplish such a result 
| demand the more or less com- 
segregation of management as 
of any community of interest 
tual ownership. The objective 
es not seem to be to prevent 
imulation of excess profits as 
rather to prevent the larger 
attendant upon low-cost pro- 


tion or reasonably assured income 
ved from pipe-line operations from 
applied to subsequent marketing 


issue thus raised is not one to be 
ed of lightly, although it is doubt- 


hether anyone has given this prob- 


Committee members did take a 


e tull consideration to which it is 


tled. The majority of the Code Sur- 


non this issue, but the attitude 


of the minority was sounder—the ques- 
tions involved were “‘too complex to 
warrant the committee’s making any 
final recommendation on the basis of 
the limited study which it was possible 
to give to the matter.”’ Yet in many re- 
spects the issues involved are the most 
important of all those that have been 
raised. It may well be that, even though 
regulation of production, new wells, and 
refinery runs was insisted upon and 
achieved, this question would still re- 
main unanswered. In reality its im- 
portance transcends that of marketing 
and becomes one of broad social policy. 

There are some aspects of this prob- 
lem of the relation between integration 
and marketing that well merit consider- 
ation. The problems involved in segre- 
gation are not necessarily the same at 
all points throughout the industry. For 
instance, the pipe-line situation—al- 
ready under Federal control and, to a 
considerable extent, under state regu- 
lation—presents quite a different prob- 
lem from that of the refiners who, not 
being the recipients of large excess prof- 
its, can scarcely be selected as the tar- 
get at which the disintegration efforts 
should be directed. In fact it would 
appear that the only ones about whom 
real concern is shown are the integrated 
operators of flush wells. The question 
may properly be raised, therefore, as to 
whether an entire industry should be 
forced to reorganize in order to correct 
an alleged evil at a single point, even 
though that point be a strategic one. 

It is doubtful whether the real impli- 
cations of forced disintegration are fully 
appreciated. After all, it is no small 
matter forcibly to disrupt an industry 
in which many millions of dollars are 
involved, the ownership of which is 
rather widespread, the corporate de- 
velopment and operation of which have 
grown up over a long period of years 
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and under the protection of law. Even 
though substantial argument may be 
advanced that the situation should 
never have been allowed to exist, yet, 
in view of the fact that it was so 
permitted and that it has grown to its 
present size and character, the evils 
associated with disruption may well be 
greater than the gain to be derived 
from starting all over again. 
Economically indeed, an impressive 
case can be made for integration, at 
least through the refining stage. There 
are certain industries, of which oil is 
apparently one, the characteristics of 
which are such that large-scale oper- 
ation seems to be a natural course of 
evolution. Furthermore, the relation 
between production, transportation, 
and refining is so intimate that the inte- 
gration of these steps would appear a 
perfectly logical development. The crit- 
ical stage in this integration is, of course, 
the pipe lines. Except to the refiner, 
crude oil has no value until it has been 
processed. Transportation from the 
well to the refinery is an integral part 
of the preparation of the product for 
sale. The pipe lines therefore are prop- 
erly regarded as more in the nature of 
plant facilities than of common carriers. 
To quote from the Report on Pipe Lines, 
submitted to the Committee on Inter- 
state and Foreign Commerce in 1933: 


Oil pipe lines are found, as a result of 
this investigation, to be plant facilities 
in an integrated industry. They are very 
different from railroads, in that railroads 
carry all manner of freight; whereas oil 
pipe lines are limited to one product: 
petroleum carried in one direction, from a 
diminishing source of supply. Pipe lines 
have been built primarily by oil companies. 
It appears very difficult to apply the “com- 
5 Report on Pipe Lines, Part 1, p. Lxxvit. 72d 


Congress, 2d Session, House Report No. 2192, 
Washington, 1933. See also Francis, Charles I., 


Harvard Business Review 





modities clause” to oil pipe lines. If the. 
companies were forced to sell the pipe |; 
companies, who would buy them and wh 
would build to newly-discovered oj] field 
It appears that whatever regulation of 
pipe lines may be necessary, it may be 
provided in recognition of the ch haracter 
of pipe-line transportation and its relat; 
to the oil business.® Im) 


To attempt to force by way of legis. 
lation a development along unnatura| 
lines is seldom effective and never in the 3 
social interest. Where the industria! | 
characteristics referred to exist, the ee 
total all-over job of getting a produc: I 
into the hands of a consumer can be 
done more efficiently and at a lowe; ) en 
cost than when dependence is placed | 
upon a large number of independent, 


unrelated, and highly competitive units. FR she 
In fact, the latter course may onl) and 
tend to aggravate an already chaoti S  siste 
situation. ae 
On the other hand, it by no mean’ FR the 
follows that because an integrated in- ther 
dustry can operate efficiently and car be v 
show an over-all profit, it should in- opp! 
dulge in commercial practices that not AM 
only compel certain of its units to take force 
losses but force the non-integrated meri 
units, upon which even the integrate) & iudg 
companies must depend for the major quen 
part of their distribution, also to take JB but : 
losses. To be specific, the economics JB suei 
of integration does not compel uneco- at tl 
nomic station operation. Moreover, suc: inde] 
procedure is not only poor economics: JR tegra 
it invites ill-will and public criticism. preju 
Substantial segregation in the man- JR deed 
agement of the individual units of : is ba 
company as distinct from ownership if iti 
and control is desirable as a basis for JR the y 
good management. All good bounce in a 
judgment involves a clear perception®’ JR long- 
Re 
“Divorcement of Pipe Lines,” National Petroeun the q 


News, July 17, 1935, pp. 28-33. 
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keting problems until by some form of 
regulation or control, whether by in- 
dustry, by government, or by both, 
the conditions have been removed that 
make possible the unrestricted produc- 
tion of crude oil, the indiscriminate 
sinking of new wells, and the intense 
pressure of large reserves of crude avail- 
able for immediate conversion into gaso- 
line. It is not within the scope of this 
article to discuss the manner in which 
these objectives might be accomplished. 
The writer merely wishes to emphasize 
that in his opinion the position taken 
by so many able students of the indus- 
try is essentially sound when they con- 
tend that, under these conditions, the 
development of any thoroughly satis- 
factory subsequent marketing of the 
product is next to impossible. 


Multiplication of Outlets 

That in the face of the existing cir- 
cumstances nothing can be done to 
improve the marketing of gasoline does 
not of course follow from the foregoing 
discussion. On the contrary, there are a 
number of things that not only can but 
must be done. The foremost among 
these relates to the problem of the ex- 
cessive number of outlets. 

The struggle on the part of most of 
those interested in the marketing of 
petroleum to get the largest possible 
gallonage is somewhat unique. Most 
other industries have learned that to 
make any such fetish out of mere vol- 
ume is a serious mistake. In the oil in- 
dustry there appears to be a totally 
inadequate realization of the fact that 
no single company can hope to get all 
the business that there is; and that the 
most a company can expect to get 
is a reasonable share of the total vol- 
ume of sales. Furthermore, it seems to 
be considered important to get gal- 
lonage regardless of whether that gal- 








318 Harvard Business Review 


lonage is obtained at a loss, and to 
operate new gasoline service stations 
whether such stations can be operated 
profitably or not. Even this might be 
understood if the effort actually re- 
sulted in an appreciably increased 
gallonage. Actually there has been a 
substantial increase in the amount of 
gasoline consumed from 1932 through 
1935, as indicated in the following table, 
but this development does not provide 
an adequate explanation of what has 
occurred. 


AnnvuaL Domestic Demanp ror Motor FvuEts 
(In thousands of barrels of 42 gallons) 


1932 373,900 
1933 377 ,003 
1934 407,106 
1935 432,556 

Source: U.S. Bureau of Mines, Annual Petroleum 


Statements. 


With all due appreciation of the 
pressure of crude on the market, one 
is amazed at what has happened during 
the last few years. Essentially this 
period has been one of declining prices, 
accompanied by a substantial falling off 
in per-station volume of sales. Ap- 
parently, too, margins have been nar- 
rowing steadily. These factors have 
resulted in substantial losses to most 
units in the industry. One would have 
expected that, under the circumstances, 
the industry would have taken advan- 
tage of the opportunity thus presented 
by narrowing margins and rising costs 
to make some effort to reduce the 
number of outlets, particularly in view 
of the fact that many in the industry 
have contended for years that wide 
margins, creating alike new dealers and 
the evil of cut-throat price cutting, 
have been the essential cause of most 


6 Parenthetically, a comment is in order at this point 
relative to all such data. Earlier in this discussion, 
there were suggested certain possible explanations of 
the fact that marginal wells continue to operate at an 
apparent loss, and comments were made on the diffi- 
culty of obtaining a clear understanding of situations 


of the marketing problems of the ip. 

dustry. It is true that the marketers 
apparently were unable to get far in the 

direction of reducing the margins unri) 

the stress of a great depression forced 3 
reduction in these differentials, By; 
since the differentials have been te. 
duced, one would have thought that the 
industry would have taken advantage 
of the opportunity thus presented, Ac. 
tually, however, nothing of the sort 
happened. In the face of falling prices, 
reduced volume per station, and nar- 
rowing margins, there has been a steady 
increase in the number of stations. The 
large oil companies in particular seem 
to continue the old policy of attempting 
to secure outlets as though they be- 
lieved that the demand for motor fue! 
still far exceeded the supply. From 
January I, 1930, to July 1, 1934, the 
number of stations company owned, 
operated, and supplied 100%, increased 
some 40% in spite of a reduction in 
volume per station of over 16%. Fur- 
thermore, it has been estimated that 
the average new gasoline filling station 
cost $3,171 in 1934 as compared with 
the 1933 average of $2,310. It has been 
said that no station can break even on 
less than approximately 8,500 gallons 
a month. Yet the number of stations 
selling less than 5,000 gallons a month, 
which was already 31.73% of the total 
in 1930, increased to 43.94% in 1954, 
while 60% of the small companies’ sta- 
tions sold under 5,000 gallons.® In other 
words, oil companies have placed them- 
selves in the embarrassing position 
where, having argued that wide mar- 
gins and large volume of crude were 
responsible for the excessive number 
in the absence of adequate cost data. Exactly the same 
observation may be made here. What is a fair cost 

operation for a dealer-station of a particular type 
These gallonage minimums, their relations to costs 


and the nature of the costs themselves ought to %& 
available for the various types of outlets. 
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now find that they have 
‘increase the number of 
ts tremendously after these 
ises apparently no longer 


the reasons are for pursu- 
icy is not wholly clear. 
1 may be found in the 
even in the face of restric- 
duction under the Code and 
low price that prevailed for 
e integrated operators of flush 
ble to make a substan- 
in production; and that, by 
me part of this profit against 
experienced in expanded 
tation operation, they 
ve their crude. If this is the 
the policy of increasing 
f stations would still ap- 
lave been unwise, not only 
there was little likelihood that 
f these stations would ever show 
in themselves, but, further, be- 
was undoubtedly one of the 
kept the disintegration 
fore. In so far as this ex- 
n may prove to be correct, the 
umber of independent 
ed by non-integrated 
juite understandable, since if 
rated companies continued to 
the number of their stations, 
lependents could scarcely avoid 
kewise if they were to retain 
rent volume. 
same time it is possible that as 
returns there may be some 
in the total number of inde- 
tations. Even assuming that 
1 other equipment had to be 


ra man to enter the retail gas- 
iness. If he had no other job, 
se suggested a means of mak- 
le money. If he operated a 


» am accessory store, or a 


general merchandising establishment, 
and his volume of sales was not so good 
as it had been, the addition of a gaso- 
line pump presented an opportunity to 
augment it. All this, of course, catered 
to the desire of every motorist for con- 
venience. But whereas it is an easy 
matter to enter this type of business, 
it is equally easy to withdraw. There- 
fore as permanent jobs become more 
plentiful, and as the storekeeper finds 
his volume increasing, there may be 
an appreciable number of abandoned 
pumps. 

All this indicates the difficulty of 
coping with the problem. ‘To prohibit 
the type of outlet under discussion 
would seem almost impossible. At 
the same time it would appear to be 
the part of wisdom to ignore more or 
less this outer fringe of dealers. Their 
volume is always small even in the ag- 
gregate. Their counterpart may be 
found in every industry, and too much 
concern should not be shown them. It 
would be better to concentrate on more 
important issues, and let the man or the 
company that wants to lose money in 
the oil business do so. 

[f an orderly marketing of motor fuel 
is to be even approximately realized, it 
will be after some definite move has 
been made toward a more careful selec- 
tion of outlets. This necessarily involves 
a reduction in their number. There is 
little economic justification for the con- 
tinued operation of a station that can- 
not be made to meet expenses. Again, 
the industry finds itself in a rather em- 
barrassing position. On the one hand, 
it is critical of the stripper wells for 
producing oil at a cost in excess of what 
is said to be a fair figure, while at the 
same time it operates integrated sta- 
tions of which the cost of operation, if 
the evidence is to be believed, is often 
substantially above the revenue re- 
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ceived from them. It is true that this 
high gallonage cost is partly due to the 
reduction in the volume sold, but the 
same influence affected the independent 
stations. The relationship is the impor- 
tant thing, and not the absolute figures. 
There are many reasons alleged why 
stations should continue to operate 
even at a loss. It is said that they have 
some advertising value. It is said that 
their operation prevents a competitor 
from occupying that location. It is said 
that eventually business might warrant 
the operation of such stations. It is said 
to be necessary because a company has 
pursued a widespread, even national, 
advertising campaign, and that adver- 
tised brands must be available to all 
who read the advertisements. In the 
last analysis these are probably excuses 
rather than reasons. If they are reasons, 
however, they are far from being com- 
pelling ones. In short, a company has 
the power to refrain from opening a 
station which it knows in advance is 
going to cost more than it will bring in; 
or, if opened, to close it when losses 
do develop. There will be no sound 
marketing in the oil industry until this 
course is followed. 

A word might be injected here with 
respect to that “‘bad boy of distribu- 
tion,” the trackside operator. When the 
history of the distribution of gasoline 
is ultimately written, this particular 
type of dealer will probably be singled 
out as one of the most potent factors 
for good in forcing the attention of the 
industry to the proper relation between 
the margins allowed and price cutting. 
In reality, the trackside operator has 
cut his expense of operation to a mini- 
mum, reduced his price, accepted a 
lower margin, and obtained his profit 
on volume at the reduced differential. 
This is plain good business. Quite natu- 
rally, those dealers complain who, while 


they cannot or will not reduce their 
expenses, do have to cut their Price, 
They demand the elimination of th; 
form of competition, although some. 
times objecting to assisting in the elim). 
nation through the only feasible means 
that of accepting a lower margin, (); 
course, now and then an integrated 
company does endeavor to base the 
retail price on cost by allowing the 
dealer a margin adequate to cover ; 
reasonable distributing profit, which jp 
effect means a lower margin as well as 
a lower retail price. The efforts are 
usually unsuccessful because, whereas 
competitors meet the price reduction, 
they do not reduce the dealer’s margin, 
with the result that independent dealers 
are lost to these competitors. Again, 
there are those who feel that such price 
cutting can be ignored in the belie! 
that the so-called “‘legitimate oil com- 
panies” can get the necessary volume 
“at higher prices upon the basis 
quality and prestige.” To a certain ex- 
tent this statement is true, although 
probably not as true as some advertis- 
ing counselors have insisted. At the 
same time, I surmise that the tank-car 
service-station operator may well prove 
to be a permanent factor in distribu- 
tion, for it is quite within the bounds 
of possibility that, by attracting cus- 
tomers initially because of price, he 
may retain them and gain others as he 
establishes a reputation for “quality 
and prestige” of his own. 

Moreover, there may be some ques 
tion as to just how “unfair” his 
competition really is. That it is not con- 
ventional is quite true. It is equally 
true, however, that in every field of re- 
tail endeavor the unconventional type 
of retailer has been dubbed “unfair, 
whether it be mail-order, chain-store, 
super-market, or the trackage deale’ 
in gasoline. The way to meet this form 
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are those in the industry, however, who 
maintain that such a classification just 
cannot be made. They argue that ex- 
perience has proved it is practically im- 
possible to define the different types of 
marketers on any satisfactory basis. 
An outside critic would consider this 
a real challenge to those in the indus- 
try. Is the oil industry so completely 
different from all other industries that, 
whereas most of them have attacked 
this problem and made some progress 
with it, the oil industry cannot? It is 
hard to believe that the difficulties are 
any greater here than they have been 
in many other industries which have 
achieved at least a workable solution 
to this challenge. To admit that such a 
classification is impossible practically 
compels one to admit that the whole 
question of margins and discounts, of 
expense standards and expense control, 
and the protection of outlets likewise 
cannot be solved. Here is a problem the 
solution of which is in no sense depend- 
ent upon first removing the pressure of 
crude from the market. Yet in the ab- 
sence of classification, the industry may 
well despair of ever effectively control- 
ling the number of outlets. This prob- 
lem is one that can be dealt with quite 
by itself, and the industry should un- 
dertake to do so. Orderly marketing is 
impossible without such classification. 
Closely related to this problem of 
classification is the question of dis- 
counts or price differentials. The very 
fact that the industry grants such price 
differentials or discounts is in itself an 
indication that it recognizes that cer- 
tain types of marketing channels are 
entitled to a lower price than others. In 
some instances this differential is based 
on the fact that purchases, whether by 
wholesaler or commercial account, are 
made in substantially large quantities 
and that therefore the cost of selling 
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and perhaps servicing is less. When this 
is the case, the seller can afford to grant 
the buyer a somewhat lower price per 
gallon. Competition usually forces the 
seller to grant such discounts up to an 
amount equivalent to the saving in 
cost. Price differentials are granted at 
other times in an effort to protect cer- 
tain channels. Thus a discount may be 
given to a wholesaler because he is a 
wholesaler, 1.¢., because he is perform- 
ing the task of purchasing in large 
quantities for resale in smaller quanti- 
ties at a cost substantially less than 
that at which the manufacturer or re- 
finer could perform the same service. 
The result is that the retailer obtains 
his merchandise through the least ex- 
pensive channel; the wholesaler derives 
a profit from his more efficient distribu- 
tive organization; and the manufac- 
turer utilizes the most effective means of 
distribution. These general principles 
underlying quantity and trade discounts 
are commonly recognized as essentially 
sound by most students of marketing. 

One wonders sometimes if the oil in- 
dustry recognizes that any such facts 
underlie the true nature of discounts. 
At times it would almost appear that in 
this industry price differentials are 
granted for only one reason, a reason 
wholly unrelated to any question of 
savings, cost, or protection of channels: 
merely as an inducement to get some- 
body to sell gasoline. There is nothing 
in the economics of the oil industry that 
makes the application of classification 
and properly conceived discounts im- 
possible. Moreover, until such results 
are achieved, marketing will continue 
to be chaotic. For example, the key to 
the answer of the troublesome question 
of discounts to commercial accounts 
and the servicing of such accounts at 
dealer stations is to be found in proper 
classification and courageous adherence 
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to a sound discount policy. To brig, 
order out of chaos will involve gon. 
very hard thinking. It is likely to jp. 
volve more or less codrdinated action 
It will undoubtedly cause the elimin;. 
tion of many dealers now distributiny 
gasoline. There will be a widespreaj 
charge of monopolistic practice. But np) 
other solution is possible. . 

There are other things that are jp. 
portant, such as close cooperation 
among refiners, distributors, and de). 
ers; cooperation in sales promotional 
efforts; cooperation in raising the lev¢! 
of service; cooperation in expense deter. 
mination and expense control. The 
distributor, whether integrated or inde. 
pendent, should give his dealers a rea! 
incentive to be loyal. To attempt t 
hold dealers solely, or even primarily, 
on a price basis is dangerous practice; 
for the dealer who is thus secured wil 
be lost the first time some other dis- 
tributor offers him a still lower price. 
Neither the dealer nor the distributor 
is entitled to any guaranteed return, 
but he certainly is entitled to fair treat- 
ment, reasonable service, and all possi- 
ble assistance in merchandising. But 
important as these considerations are, 
they are of less immediate importance 
than the others to which reference has 
been made. 

It should be emphasized, however, 
that codperation with distributors or 
dealers does not involve guaranteeing 
them a profit. Whatever the reason 
may be behind the fixation of margins 
by contracts, the practice is one that 
has caused no little trouble in the past 
and that will remain to be a source 0! 
trouble just as long as the practice ' 
continued. It has been largely elim 
nated in the case of sales to dealers bu! 
is still prevalent in connection wit! 
sales to jobbers. It should be discon 
tinued generally. 
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The point to all this is that as long 
as the independent fought the chain 
merely by complaining about it, try- 
ing to legislate it out of existence, or 
seeking by taxation and other means to 
hamper its operation, the chains con- 
tinued to grow. There is a lesson in this 
for the independent marketer of gaso- 
line and other oil products. In the long 
run no real benefit can be gained 
merely by asking that the integrated 
companies disintegrate, or by seeking 
to penalize them by discriminatory 
legislation, or by attempting by legisla- 
tion to prohibit certain types of com- 
panies from engaging in retailing. Such 
efforts are bound to be futile and 
extremely costly to all concerned. The 
independent dealer and jobber are in- 
dispensable. They can provide certain 
types of service better than any inte- 
grated company can render them. They 
can serve territories which no inte- 
grated company has the facilities to 
reach. The way to meet this competi- 
tion is to occupy these strategically 
strong positions instead of taking 
the negative attitude of striving to 
find means of preventing somebody 
else from getting gallonage which 
the independent feels that he should 
have. 

Space does not permit a detailed ex- 
amination of all that the considerations 
of the foregoing paragraph involve. 
Among other things, however, it im- 
plies the establishment of effective ex- 
pense standards and adequate expense 
control, the discriminating use of credit 
accounts, and the maintenance of up- 
to-date equipment. For the jobber it 
means the elimination of unprofitable 
accounts, the avoidance of unnecessary 
duplication of service, and reduction in 
ineffective advertising. 


wasteful and 


For the dealer, it means the develop- 
ment of station loyalty by all reason- 
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able means. It is along these lines that 
profits are to be found for the inde- 
pendent distributor. 


The marketing of petroleum prod- 
ucts admittedly presents some ex- 
tremely complex and difficult problems. 
If the existing status is more or less 
unsatisfactory to everyone, if it ap- 


pears to have more of chaos in jt tha 

of order, the fault surely lies with i 
particular individual or company. The 
severest critics would doubtless have 
accomplished no better results. But on: 
must be realistic. The present situation 1 
should not be permitted to continue: 

to improve it, however, requires both 

vision and courage. 
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coal, as it once was. This market is now 
split into segments, each of which over- 
laps the other, and permits widespread 
competition. 

The decline the of 
energy produced from coal has been 
due to the influence of two major fac- 
lacement of coal by 
economical use, and displacement by 
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competitive fuels. When more effec- 
tive utilization is made of coal, less tons 
of coal are needed to produce the same 
number of energy units, but coal is still 
being used. Some idea as to the signif- 
icance of this factor may be gained from 
the graphs in Chart II, which show the 
effect of economies in the use of coal by 
railroads, central power stations, and 
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blast furnaces. Many of these econ- 
omies have benefited the coal indus- 
try through enabling coal to compete 
on a cost basis with the competitive 
fuels, and have thus maintained a mar- 
ket for coal which would have gone in 
some measure to other fields. 


Competitive Fuels. Displacement of 


coal by competitive fuels results in the 
loss of large amounts of coal tonnage, 
since the entire market for coal js Jos; 
through such displacement rather than 
the amount of coal required being 
decreased, as in the case of economica| 
utilization of coal. When the displace- 
ment is by coke, manufactured gas, or 
some other coal derivative, the marke: 
is not entirely lost to coal, although 
some decrease in demand may take 
place as the result of more economica! 
application of these coal-derived fuels. 

Gross coal tonnage is reduced when 
coal is displaced by competitive fuels, 
and is likely also to be curtailed through 
more economical use. Some increase in 
gross tonnage might result through the 
more effective utilization of coal in 
those cases in which the cost of coa! is 
an appreciable element of the total cost 
of the product, so that reductions in the 
cost of coal through economies in use 
permit a lowering of the selling price 
of the product. If the demand for the 
product is an elastic demand, an in- 
crease in volume of production maj 
result, and this would be transmitted 
into an increase in the gross tonnage of 
coal. The conditions above are not 
typical of most industries using coal, 
since the fuel cost is usually a small pro- 
portion of the selling price, or else the 
industry using coal is one operating 
under conditions of monopoly and gov- 
ernment regulation, such as the utilities 
and the railroads, in which price 
changes are made slowly. . 

These two aspects of declining coa! 
consumption, economies in use and the 
shift to competitive fuels, are but the 
results of complicated and interacting 
forces that have prevailed in the coa 
industry. Two major influences have 
acted to bring about this changec 
situation: high prices prevailing from 
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1923 and the breakdown inthe which brought large profits to the 
| limits of fuel markets. operators, but also resulted in high fuel 
costs for consumers. 

f Coal. The fluctuations in the The high cost of fuel and the tech- 
1e per ton of coal atthe mine nological advances in coal utilization 
wed in Chart III. It should and substitute fuels were causing funda- 
red that actual consumer ‘mental changes beneath this apparently 
d above these prices by prosperous picture of the industry. The 
tuating amounts, so that in former tight compartments served by 

car shortages or strikes the each fuel in the energy market were 
rices were above $10 a ton. _ being broken down. Fuel oil began to 
situation could not be met encroach on coal in industrial heating, 

justrial consumer until large, CHART III 
upplies of natural gas and Bituminous Coat PropucTion AND VALUES 
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uring this period the markets for transportation, and central power sta- 
fuels were rather rigid. tion generation. The total energy de- 
oal was used for trans- mand was no longer the demand for 
nanufacturing, and coke coal alone, but became a demand for 
while anthracite found its _ coal, fuel oil, natural gas, and electricity 
n domestic heating. Natural produced by water power. This break- 
d for lighting and cooking, down of previously assured markets 
was but little used. There for coal was obscured by the prevailing 
ittle overlapping of the fields _ high price of coal and large profits. 
he various fuels. The full significances of the changes 
ceeding period, however, _ taking place in the market did not be- 
nergy demand situation be- come clearly visible until after the 
lex. The price for coal, be- break in coal prices in 1921. From that 
1915, began torise because of period, despite the drastically lowered 
and the setting of high coal prices, demand for coal exhibited 
oal during the war period a horizontal or declining trend. Equip- 
ittract large amounts of capi- ment for using substitute fuels, and for 
he industry with attendant more economical use of coal, which was 
ment. Car shortages and installed during the period of high coal 
lties following the War led prices, continued in use despite the sud- 


tion of high prices for coal den shift in the price structure. The 
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costs of the new equipment, fear of 
higher coal prices in the future, danger 
of shortages due to car shortage or labor 
difficulties, and the advantages for some 
users of competitive fuels served effec- 
tively to prevent any change in the 
declining curve of coal consumption. 

In addition to the high prices of coal 
from 1916 to 1922, which gave a large 
initial stimulus to the growth of substi- 
tute fuels, there were many reasons, 
important to large groups of consumers, 
for the use of fuels other than coal. 
Ease of handling other fuels as com- 
pared with coal, and the assurance of 
a dependable supply free from interfer- 
ence by labor troubles and transporta- 
tion difficulties, were important for 
household consumers and some indus- 
tries. Maintenance of a more constant 
quality standard for the competitive 
fuels, the progress in the adaptation of 
gas and fuel oil to many industrial uses, 
and the lessened bulk relative to energy 
value of the substitute fuels were im- 
portant advantages for many indus- 
trial users. It is likely that advantages 
such as these were more significant in 
the change from coal to substitute fuels 
after the initial period in which relative 
price was important. 

The coal industry in this period had 
to face its competition at a time when it 
was in no condition internally to wage 
an effective battle. The development of 
new fields in southern West Virginia 
and Kentucky, and these newer sec- 
tions then operating under low wage- 
rate, non-union conditions, brought 
about a major cleavage in the industry 
which prevented united action against 
the external conditions. Price competi- 
tion, as between producing sections and 
between individual concerns, demanded 
a far greater proportion of the manage- 
ments’ attention than did the develop- 
ment of plans for meeting the external 


competition in the market. Thus the 
depression for the coal industry may be 
said to have begun in the early twenties. 


Present Situation 


An appraisal of the present position 
of coal in the competitive fuel market 
requires a detailed analysis of the rela- 
tive amounts of the various fuels used 
by consumers in the United States, and 
a determination for each of the major 
consuming groups as well as the major 
geographical regions of the amounts of 
fuel oil and natural gas directly compe- 
titive with coal. The production figures 
for the various fuels do not give this 
necessary picture of the competitive 
situation, since much of the oil and 
natural gas is noncompetitive with coa! 
either through the nature of the use or 
the geographical position of the user 
with respect to the oil fields or coal 
fields. Such a detailed study was made 
recently by the National Industria! 
Conference Board and the following 
estimates are taken from their report.’ 


Displacement of Coal by Competitive 
Fuels. Fuel oil, the report estimated, 
had in 1929 been responsible for the 
displacement of about 24 million tons 
of coal directly. The influence of this 
fuel was felt largely in the Appalachian 
coal region because of the presence of 
large oil refining centers along the At- 
lantic seaboard and in the Pittsburgh 
region. The oil fields along the Pacific 
Coast contributed toward the displace- 
ment of much coal in that area. 

Natural gas in the same year, it was 
estimated, displaced 20 million tons ©! 
coal directly. This competition was im- 
portant in the prairie states west of the 
Mississippi and in the Rocky Moun- 
2 The Competitive Position of Coal in the United States 
New York: National Industrial Conference Board, 
1932. 
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tural gas competition has England. On the Pacific Coast its com- 
ng since 192g asaresultof petition is more directly with fuel oil. 

| development of pipe lines Table I, adapted from the National 
tural gas to the larger in- _—§[ndustrial Conference Board report, 
ers in the East, where it gives the consumption of the final 


TABLE I 


Bituminous Coal Fuel Oil Natural Gas 


Consuming Group (million tons) (million bbls.) (billion cu. ft.) 
Converting, and Distributing 
143.8 91 = 25 million 983 = 42 million 
tons of coal tons of coal 
M acturing Industries 110.8 79.1 = 22 million 263 = 11 million 
tons of coal tons of coal 
Industries: Steam Railways, 
Navy, Electric Railways, etc. 139.1 175 = 48.6 million 
tons of coal 
M aneous 121.6 47 = 13 million 360 = 15.6 million 
tons of coal tons of coal 
23,000 cu. ft. natural gas = 1 ton bit. coal; 3.6 bbls. fuel oil = 1 ton bit. coal. 
TABLE II 
MMA Biruminous Coa. STATISTICS FOR I0-MONTH PeERIop APRIL, 1934, TO FEBRUARY, 1935 
Total Compen- Total 
Net Tons sation Compensation Margin Actual 
Total Produced Insurance Cost per Ton Margin 
20,249,105 .0538 $1,089,401.84 .0579 $1,172,423.18 
4 26,454,244 .0647 1,711,589.59 .0323 854,472.08 
8,892,423 0479 425,947.06 .0782 695 , 387.48 
26,262,250 . 0483 1,268,466. 68 .0865 2,271, 684.63 
ma, Tennessee and 
4,279,457 .0312 133,519.06 .0444 190,007.89 
. 9,694,871 0864 837,636.85 .0553 536,126.36 
. . n 347,185 .0426 14,790.08 0223 Py oo 
f West Virginia 1,965,478 .0420 82,550.08 .0270 53,007.91 
W Virginia Subdiv n 10,468,115 .0356 372,664.89 .0457 478 , 392.86 
No. 1 Subdivision 32,294,256 .0424 1, 369,276.45 .0938 3,029,201.21 
N 2S SiOr 36,835,665 .0383 1,410, 805.97 .0248 913,524.49 
177,743,049 8,716,648.55 4,795,953. 84 
‘ .0490 0270 


s represent deficits. 


Recovery Administration, Bureau of Research and Planning, Bituminous Coal Code. 


irect competition with coal forms of energy by consuming groups 
tly, or coal as converted in the United States for 1929. 
luct ovens into gas. 
juivalent of the 33 billion Profits and Costs. Turning now to the 
of hydro-electric power internal condition of the industry at 
1930 was 27 million tons, present, one finds a situation as to 
f this energy was competi- __ profits not unlike that of the past few 
with coal, since fuel oil and years, in that some producing sections 
ave also felt this influence. | show a small profit per ton and others a 


ompetes to a great ex- corresponding loss, with the total profit 
in the Southern Appa- = margin for the industry being but a few 


States, New York, and New cents a ton. The most recent report on 








330 Harvard Business ‘Review 


costs in the bituminous coal industry is 
that compiled by the Division of Re- 
search and Planning, Bituminous Coal 
Section, National Recovery Adminis- 
tration. The report covers the ten 


TABLE III 
WESTERN PENNSYLVANIA DisTRICT 
Costs per Ton 
Mine Labor 


Day Men 3992 
Mining . 6686 
Yardage and Deadwork .0567 
Supervisory and Clerica! .0656 

Total I. 1901 


Mine Supplies 
All Supplies (except power and 


fuel) .1702 
Power Purchased .0755 
Mine Fuel .0057 

Total .2514 


Other Mine Expenses 
Salaries and Expenses of Other 


Employees . 0305 

Mine Office Expense .0034 
Charges, Usually on Fixed Lump- 

sum Basis 
Taxes (except on unassigned 

average) .0362 
Insurance (except compensa- 

tion) .OO51 
Company House Expense (.0065) credit 
Depreciation .0988 


Total, Other Mine Expenses 
and Charges on Fixed 











Lump-sum Basis . 1675 
Charges Usually on per Ton Basis 
Royalties .0344 
Association Dues and Assess- 
ments 0025 
Compensation Insurance .0647 
Code Authority Expense . 0065 
Depletion .OgI2 
Total . 1993 
Total Producing Cost 1.8083 
Plus: Total Selling Expense .0629 
Plus: Total Administrative Ex- 
pense . 0696 
Total Cost per Ton at the Mine 1.9408 
Less: Total Income from Coal 
Sales 1.9085 
Margin .0323 Loss 


months from April, 1934, through Jan- 
uary, 1935, and the figures are based on 
operators’ reports to the various dis- 


trict code authorities. The percentage 
of the mines reporting varies from dis. 
trict to district, with about two-thirds of 
the total production being represented. 

A summary of the complete cost re- 
port is given in Table II. The average 
figure in this table is a weighted average 
of each of the producing sections in the 
report. The total net tons produced 
were used to weight the margin and 
compensation insurance figures. A sam- 
ple section of the report, giving the 
figures in detail for the Western Penp- 
sylvania section, is given in Table II], 

The total margin for the industry, 
based on costs and selling prices at th: 
mine for the ten-months period given, 
was 2.7 cents a ton. The margins ranged 
from 5.79 cents a ton loss in the Eastern 
Subdivision to a profit of 9.38 cents a 
ton in Southern Number 1 District. 
That this condition is not just a recent 
one is shown by United States Treasury 
Department statistics for 1929, a yearo! 
greatest profit for many industries, in 
which 1,437 bituminous coal companies, 
producing 46% of the total output, 
operated at a loss, and their deficits 
exceeded those of the profitable com- 
panies so that there was a net loss for 
the industry as a whole in 1929. 

Although too many conclusions can- 
not be drawn from these cost tables, 
since they represent average figures for 
the industry, thus including mines of al. 
sizes and levels of efficiency, yet the 
do give a picture of the industry as one 
having but a small margin of profit pe! 
ton at the mine, as compared with mar 
gins reaching into the dollar figures 
during the War and for a short perics 
afterward. These figures do point out 
the necessity for consideration of the 
small margin with which the operator 
has to work at present, and give an ice 
of the division of total cost into labor 
and fixed and variable expenses. 
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to be considered in any analy- 


internal conditions in the indus- 
the next few years at any rate. 
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ideration of the prospects for 
inges in the demand for coal 
studies and estimates as to 
the competitive fuels will be 
how much coal production 


fected by the change, and in 


tries and in what regions the 
inges will be noticeable. 
blem of competitive fuels 


livided as follows: 


titive with Coal 
Secondary Fuels 
Fuel Oil 
leum Kerosene 


trical 


n-competitive with Coal 
Fuels Secondary Fuels 
Coke from Coal 
Manufactured 
Gas 
Coal-generated 
Electrical Power 


two major competitive fuels fac- 


Ail 


i 
( 


the market are fuel oil and 
, since they account for the 
mount of coal displaced by 
fuels. Expansion of hydro- 


electrical power generation is limited 
by power sites available, length of eco- 
nomical power transmission, and by 
the more efficient performance of coal 
using power plants. Little, if any, pri- 
vate development of water power is 
foreseen at present, and the effect of 
government development in view of the 
legal and political uncertainty is at pres- 
ent unpredictable. Kerosene and crude 
petroleum do not account for much of 
the competition of substitute fuels. 

Fuel oil is a by-product of the gaso- 
line manufacturing industry and the ex- 
pansion of the supply from this source 
depends upon the demand for gasoline 
and the supply of crude oil available. 
As long as the consumption of gasoline 
increases and there are abundant sup- 
plies of crude oil, there will be little 
incentive to recover from the crude oil 
any greater percentage of gasoline than 
at present, so that additional fuel oil 
will be placed on the market to compete 
with coal. As gasoline production is 
likely to be maintained, the important 
factor will doubtless be the supply of 
crude oil. If no major discoveries of 
new pools are made, the supply of crude 
oil will begin to decline, and there will 
be greater incentive for the refiners to 
convert a larger portion of the crude 
into gasoline and reduce the fuel oil 
supply. With coal on a competitive 
price basis with fuel oil, and with effec- 
tive selling effort, improved quality, 
and consuming economies, the com- 
petition from fuel oil is not likely to 
increase, and may decrease. 

Natural gas has been increasing as a 
competitor of coal because of expansion 
of pipe lines for the transportation of 
surplus gas from the producing regions 
to large centers of population and in- 
dustry. There is a limit, however, to 
the extension of pipe lines, since it 
would not be economical to extend 
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these lines to any but the larger areas 
of population. Following the comple- 
tion of these major pipe lines, expan- 
sion of gas consumption will take place 
within the areas served by the existing 
lines. This expansion will also have to 
meet the challenge furnished by coal 
through its economical use, improved 
quality, and competitive price. The 
National Industrial Conference Board 
in 1931 estimated displacement of 20 
million tons of coal as probable by 
natural gas, and this in regions west of 
the Mississippi rather than east. 

Reduction in coal tonnage through 
additional economies in utilization will 
be discussed in more detail under the 
individual industrial groups, but in 
general it is likely that additional 
economies will not affect gross coal ton- 
nage to the extent that they have in the 
past, since the level of efficiency is 
much higher now, and less percentage 
improvement is to be expected and less 
gross tonnage is affected. 


Demands from the Chief Consumers. 
An analysis of the future demands for 
coal in the major consuming industries 
involves an estimate as to the direction 
and extent of changes in the future in 
the fuel needs of these industries. It 
can be perhaps stated generally that un- 
less the relation between coal prices and 
competitive fuel prices changes there 
will not be the great incentive for indus- 
trial users to change from coal to other 
sources of fuel that existed in the early 
twenties. However, advances in the 
design and construction of stokers and 
furnaces will take place with a view 
toward economy in use of coal, and 
the replacement of obsolete, inefficient 
combustion units with newer units will 
also tend to reduce coal consumption. 

In electric power production, one of 
the large coal markets, the economies 


in use will probably come from ty, 
sources: mechanical design of equip- 
ment, and concentration of electrics) 
production in the larger, more efficient 
plants. To what extent local and pa. 
tional governmental policies may tend 
to offset this shift toward larger gener 
ating units is problematical at present, 
Rate reductions may increase the de- 
mand for electrical energy and this wil! 
be reflected in larger consumption. Ip 
general, coal consumption by the elec- 
trical industry is likely to increase 
somewhat in the future. 

The demand for coal from the rail- 
roads will be influenced to a large 
measure by the future prospects for 
increased railroad traffic, and an esti- 
mate of the future is difficult at present 
until the rate problem and competitive 
influences are adjusted. Some influences 
upon the railroad coal demand can be 
discussed, such as fuel oil competition, 
economical utilization of coal, and elec- 
trification. Fuel oil competition in this 
field is not likely to increase, since the 
greatest percentage of fuel oil is con- 
sumed by the railroads in two areas, 
the Southwest and the Northwest. Its 
use is generally restricted to regions 
close to the source of supply, and exten- 
sion of its use into the East and Mic- 
dle West is not likely. Any extensive 
modernization program by the rai- 
roads would involve a decreased de- 
mand for coal as the newer locomotives 
would be of high efficiency and use less 
coal per ton-mile. The new Diesel types 
of locomotives may involve some de- 
creased use of coal, but the great 
bulk of the railroad traffic will con- 
tinue to be hauled by steam, coal-burn- 
ing locomotives. 

Utilization of coal by the manv- 
facturing industries in the future w!! 
be influenced largely by shifts to elec 
tric power and by economies in the use 
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will face its greatest competition in 
those areas where surplus gas produc- 
tion exists or areas into which this sur- 
plus gas is piped, in regions around 
crude oil refineries, and in those areas 
remote from coal, gas, and oil where all 
three can be on a competitive price 
basis. Domestic demand for energy is 
likely to increase, but the competition 
among the fuel sources will also increase. 
The future demand prospects for 
bituminous coal, in general, are not 
discouraging at present, since the effect 
of competitive fuels has already made 
its greatest impact, future economies in 
utilization are not likely to cause sucha 
decrease in gross tonnage as in the past, 
and the industry has awakened to the 
realization that it is highly competitive. 
No large increases in coal demand, 
other than those due to the general 
business cycle, are in sight, but this 
conclusion is in itself encouraging when 
viewed in the light of the previously 
declining trend. That these prospects 
may be realized, however, requires the 
maintenance of a price for coal com- 
petitive with that of gas and fuel oil, 
and of quality and service standards in 
line with those of competitive fuels. 


Future Marketing Prospects 


The marketing side of the coal indus- 
try will receive increasing attention in 
the future as it becomes necessary to 
sell coal aggressively in the face of 
severe competition with natural gas 
and fuel oil. Informed, modern market- 
ing policies, such as those of the Esso 
Marketeers, in selling oil burners and 
fuel oil, will have to be met by equally 
aggressive selling. Although the price 
aspect will still be important, the 
consumer will demand more from coal 
than its B.t.u. content. The engineering 
developments would seem to lie in the 
direction of a suitable, clean, simple, 
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and efficient stoker and furnace. This 
will involve a consideration of all the 
factors desired by the domestic con- 
sumer in a fuel. Such an analysis was 
given in a recent paper before the 
American Institute of Mining and 
Metallurgical Engineers.* The factors 
were divided into those of cost and 
those of convenience, as follows: 


Cost 


1. Cost of the potential heat in the fuel 
2. Efficiency of combustion and heat 
transfer 
3. Fixed charges 
a. Interest 
b. Depreciation 
c. Maintenance 
4. Power costs for operation 
Handling cost for ashes and refuse 


al 


Convenience 
1. Attention and flexible control 
2. Dirt 
3. Noise of handling and operation 
4. Ease of handling both fuel and refuse 


A marketing program which began with 
the development of suitable devices to 
insure the domestic user of a conven- 
ience in use comparable to that of fuel 
oil and natural gas, and followed up by 
aggressive selling effort, would do much 
to enable coal to compete effectively 
with gas and fuel oil. 

In industrial marketing, coal will 
have to be sold less as a bulk commod- 
ity and more as a specialty fuel. Engi- 
neering analysis of industrial steam 
plants to determine the best type of 
coal to use, and an analysis of the coal 
seams in the mine to produce that 
particular type of coal go hand in hand. 
Preparation of coal has made great 
advances in the past ten years, and 
will have to continue its progress as 
the customer demands more energy 


3Sherman, Ralph A., Transactions, Coal Division, 
American Institute of Mining and Metallurgical 
Engineers, 1934. 


content per ton of coal. The continued 
development of the economical utilizs. 
tion of coal in large as well as in small 
installations will have to continue. The 
result of all these developments may be 
to decrease consumption, but a smal! 
decrease is better than a complete djs. 
placement of many important uses for 
coal by the competitive fuels. 


Research Developments 


Processes are at present available {or 
the production of gasoline and fuel oj! 
from coal, but at such a cost as to be 
prohibitive at present price levels for 
these fuels. It appears likely that the 
oil reserves of this country are sufi- 
cient for a considerably longer period 
than twenty years. Estimates of oil re- 
serves cannot take into account with 
any accuracy the amount of undis- 
covered oil deposits in the country, the 
amounts of oil that might be profitably 
recovered from existing fields by new 
processes of extraction, and the rate 
and direction of the advance in oil 
technology in the next twenty years. 
The generation of oil from coal is not 
likely to play any part in the coal in- 
dustry for a considerable time. 

Research in coal will be most profit- 
ably directed in the future toward the 
use of coal as a source of heat and 
power. The use of coal as a source of 
chemicals, such as ammonia and metb- 
anol, could account for only a small 
proportion of the total coal production 
at the present stage of demand from 
the chemical industries. Coal as a raw 
fuel is manifestly uneconomic, since 
only a small percentage of the energy 
in the raw coal is converted into useful 
work. Research is at present under way 
both in this country and abroad on 
methods of converting raw coal into 
liquid or highly pulverized forms suit- 
able for use in direct competition with 
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from a standpoint of conven- 
| simplicity in use. 
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‘ernal Conditions 
\ny program of aggressive market- 
widespread research, or intelligent 
ng and preparation work in the 
| industry, will require a more sta- 
nd profitable industry than exists 
sent. The present is not, how- 
in unusual stage in the history 
coal industry in this country. 
\fen long experienced in the coal 
y have often expressed the view 
the coal industry has only been 
itable when external, artificial fac- 
rs entered into the demand or supply 
ition. Under this heading are listed 
r disputes, either here or abroad, 
d car shortages, and war de- 
There has always been a more 
idequate supply of coal, and 
ipacity has been a factor in the 
y even prior to this century. As 
, as demand was increasing, how- 
the effect of this overcapacity 
as severe as at present, when 

| is stationary or falling. 
[t is evident from the NRA figures 
ted previously that no large mar- 
profit exists for the industry as 
le. Yet large-scale reduction of 
ing costs is not feasible. Over- 
charges are likely to increase 
er than to decrease with the con- 
ied emphasis on mechanization and 
paration. Labor efficiency may be 
ved but some additional equip- 
nt would be required to aid in this 
velopment. This emphasis on mech- 


nization gives rise to a situation in 
ich the mechanized mine can pro- 
coal at less cost per ton, but only 

en operations can be carried on in 
ontinuous and regular fashion. 

[his regularity of operation is difficult 
btain in the coal industry, with the 
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intense price competition among differ- 
ent producing regions and among con- 
cerns in the same region. 

Labor costs, although 65% of the 
cost of coal at the mine, are certainly 
not a place for reduction when, under 
present conditions of irregular opera- 
tion and the oversupply of miners, the 
annual wage per worker is not sufh- 
cient to provide a minimum standard 
of existence. Although the wage rate 
may appear high in the coal industry, 
the situation is quite like that of the 
construction industry, in that work is 
provided for only part of the year in 
periods of two or three days at a time. 
To provide anything approaching an 
adequate income to the worker under 
these conditions, a high daily or ton- 
nage rate is necessary. More regularity 
of work would alter this situation, of 
course. A larger annual income for the 
worker should be the goal, through 
higher wage rates or equalized produc- 
tion spread over the year among fewer 
mines to provide regular operation. 

Reduction in royalties is not likely 
in view of the large number of indi- 
vidual contracts that would have to 
be reopened, and the difficulties in 
reaching new agreements. ‘Taxes, es- 
pecially those on coal reserves, are a 
major problem for those concerns with 
large undeveloped coal lands. Adjust- 
ment of these rates is also difficult as 
much of the income of the various 
local government agencies in the coal 
regions, such as school boards, is de- 
rived from this source, and alternate 
sources are lacking if mining is the 
major industry of the region. 

One fertile field for the reduction 
of cost lies in the area of safety. Ref- 
erence to the NRA figures given in 
Table II, page 329, will show that 
the weighted average of compensation 
costs for the industry was recently 
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4.9 cents a ton, with a range from 3.12 
cents to 8.6 cents among the districts. 
This amount in itself may not seem 
significant, but in comparison with an 
average margin of 2.7 cents a ton it 
assumes larger proportions. Plainly 
stated, compensation costs for the in- 
dustry as a whole are almost twice 
the profit per ton of coal produced. 
This item is assuming increasing im- 


sive mine managements. There are 
other places for economy, but many of 
these require large expenditures which 
the coal industry is unable to make 
under present conditions. 


Political measures for the aid of the 
coal industry’s ills have not been con- 
sidered, since much of the discussion re- 
garding such proposals is conditioned 


TABLE IV 
ComMPARISON OF ACCIDENTS AND COMPENSATION CosTs 
1930 1934 1932 1933 1934 
Tons Mined 764,580 722,490 616,811 532,702 617,746 


Total Cost of All Accidents 


Cost per Ton 0.081 


portance for an industry that has now 
to think in cents per ton instead of 
dollars per ton, as was once the custom. 

The experience of one large coal min- 
ing company in western Pennsylvania 
in reducing compensation cost is given 
in Table IV. In the reduction of com- 
pensation cost from 8.1 cents a ton in 
1930 to 0.7 cents a ton in 1934, this 
company has established the fact that 
such costs are capable of great reduc- 
tions, and that such savings appear in 
the profit column, since the cost of acci- 
dent prevention is usually small. Here 
is a source of cost reduction that will 
be utilized more often in the future as 
the industry becomes more conscious 
of the radical change from dollars per 
ton margins to cents per ton margins. 
This is given as one example of effi- 
ciency that could be utilized by aggres- 


$61,570.48 $11,727.33 $12,307.63 $3,868.37 $4,815.87 


0.016 0.019 0.007 2.007 


by one’s own ideas as to the relations 
possible between government and in- 
dustry, politics, and economics. It is 
important, however, that any such 
measures face the existing problems 
in a realistic manner, and that they 
should be discussed on that basis. 

Any measures taken, whether by 
operators, miners, or the government, 
must face the real fact that coal is 
now a competitive fuel. It must meet in 
the market the competition of natural 
gas and fuel oil. A program for the in- 
dustry which neglects this fundamental 
fact is doomed to failure. Couple this 
external situation with the internal 
situation of excess capacity, severe 
competition among companies and 
regions, and an operating loss for the 
industry generally, and we have placed 
the problem of the coal industry in a 
realistic perspective. 
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UNIFORM REGULATION AND CONTROL OF 


~ 


COMMERCE! 


BY W. BROOKE GRAVES 


HE conditions of modern life 
have made imperative the ap- 
plication of uniform rules in the 
sn and control of many things 
within the scope of govern- 
ithority. This is particularly 
the field of commerce and in- 
It appears strange, when one 
consider the historical back- 
of the subject, that it should 
sary today to dwell at length 
e need for the uniform regula- 


me 


nd control of commerce. It has 


gued, of course, that there were 
; in the development of ‘‘a dull 
uniformity,” but experience 
indicate that we have had too 
liversification and too little uni- 
(he development and adop- 


of uniform policies among the 
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mity is 


with regard to essential matters 
in any way limit the powers 
tates to carry on experiments in 
ls, or to do things in their own 
ields where the need for 
and so 


Nose 


y SO 


not great 


rt 


student of history recalls the 


at the Constitutional Convention 


a large extent motivated in 


orts to draft a new constitution, 


‘its adoption, and to establish 


vernment under it, by a desire 


an unquestioned govern- 
ontrol over trade and com- 
He will recall also that it was 


is feld that many years later the 


c 


uniform state legislation was 


ielt, and that it is in this field 


his paper were presented before the 


eeting of the American Association of 
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that the greatest accomplishment in 
the direction of uniformity has been 
made. The original intention of the 
Fathers would seem to be quite clear. 
They had seen developing, under the 
Articles of Confederation, as chaotic 
a commercial structure the hu- 
man mind can conceive, and they had 
suffered under it. This system had 
included import and export duties be- 
tween the several states, at rates which 
were so high as to make trade unprofit- 
able. States without adequate seaport 
facilities were at the mercy of their 
more fortunate neighbors. New Jersey, 
dependent for imported goods upon 
the ports of New York and Philadel- 
phia, was likened by one of the leaders 
of that period to a cask tapped at 
both ends, while another likened North 
Carolina, dependent upon Norfolk and 
Charleston, to a man bleeding at both 
arms. 

Most of the provisions in the Con- 
stitution were either carried over from 
the Articles, or else were definitely 
aimed to correct which had 
arisen under the government for which 
the Articles provided. The clauses with 
regard to commerce were of the latter 
type. In Article I, Section 8, it was 
provided in the third clause that Con- 
gress should have power “‘to regulate 
commerce with foreign nations, among 
the several states, and with the Indian 
tribes.”’ In Article I, Section 10, which 
contains prohibitions upon the states, 
it is provided in paragraph two that 
**No state shall, without the consent of 


as 


abuses 


Teachers of Business Law in Collegiate Schools of 
Business, in Chicago, December, 1934. 
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Congress, lay any impost or duties on 
imports or exports, except what may 
be absolutely necessary for executing 
its inspection laws; . . . and all such 
laws shall be subject to the revision and 
control of Congress.” 


The Meaning of “Commerce” 


As has been said, the meaning and 
intent of these provisions would seem 
to be both clear and definite, but the 
Supreme Court has, by two important 
series of decisions, considerably weak- 
ened the control which Congress might 
have been expected to exercise under 
them. The first of these grows out of 
the attempt to define “‘commerce.” 
Everyone is familiar with John Mar- 
shall’s famous definition that “‘com- 
merce is intercourse.” ‘This seems 
somewhat inadequate, in view of the 
complexity of modern trade and indus- 
try, but if the Court had been willing 
to abide by it consistently, the author- 
ity of Congress over trade and com- 
merce would be much more complete 
and extensive than it now is. Such a 
definition would have given Congress 
control over all forms of business activ- 
ity of an interstate character. However, 
by continuing to emphasize the fac- 
tor of transportation as being essen- 
tial to commerce, the Court has one 
time or another excluded from its 
definition of commerce, and thereby 
from the control of Congress under 
the commerce clause, insurance, manu- 
facturing, banking, agriculture, fishing, 
lumbering, mining, and the extractive 
industries generally.2 Every time an- 


2 Professor Edward §. Corwin, in his recently 
published The Twilight of the Supreme Court, page 196, 
takes a different view when he says that in the effort 
to protect commerce from interference by the states, 
the Supreme Court “unavoidably built up an enlarged 
conception of the ‘commerce’ which Congress may 
regulate, and a greatly mitigated conception of ‘regu- 
late,’ and converted the clause into a broad highway 








other form of legitimate business actiy. 
ity was excluded from the field of 
Congressional control, the problem of 
securing uniform rules and regulations 
with regard to commerce in general 
became more difficult. 

The second distinction, which has 
likewise operated with the effect of 
diminishing the authority of Congress, 
and of making the enforcement of unj- 
form rules more difficult, lies between 
interstate and intrastate commerce. 
Under our constitutional system, this 
distinction is a more natural, and cer- 
tainly a more defensible one than the 
first, but under modern conditions, it 
is one which it is exceedingly difficult 
to make. The records of the courts 
reveal numerous cases, the decisions in 
which have attempted to set up hair- 
line distinctions between these two 
types of commerce. It should be said 
that when these cases have gone as far 
as the Supreme Court of the United 
States, that Court has more frequently 
resolved these doubts in favor of the 
power of the Federal Government, and 
thereby in favor of the enforcement of 
a uniform rule. It is desired to empha- 
size again the point that wherever the 
powers of the Congress have been 
limited, and those of the states en- 
larged, the possibility of achieving uni- 
formity has been made so much more 
difficult, and so much more remote. 

Our chief concern at this time is 
to discover what the states have done 
with the responsibility, and the oppor- 
tunity, for the development of uniform 
rules with regard to that commerce 


for business to overspread the country without regard 
to state lines, and thus to effect an organization whic! 
has put itself beyond effective state control.” (New 
Haven: Yale University Press, 1934.) This is doubt- 
less true, in so far as it relates to the willingness 0! 
the Court to include within the regulatory power 
of Congress new methods of transportation and 
communication. 
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clearly intrastate in character, 
e of such types as the 
has chosen to exclude from the 
n of Congress. While a good 
; been accomplished along some 
candid observer must admit 
the picture as a whole gives little 
or rejoicing. The power of in- 
:tion has been assumed to belong 
states, even where interstate 
mm rce and trading companies were 
ncerned;’ the unethical competitive 
actices of some of the states in this 
1 are well known. Other states have 
to similarly unethical prac- 
es with regard to the tax policies 
have been applied to corpora- 
even where there has been 
ntention of carrying on unethical 
tices, the existence of a great vari- 
legislation in the forty-eight 
; on insurance, banking, corpora- 
harters, and other similar mat- 
, inevitably results in confusion and 
‘reat inconvenience—if not actual 
to legitimate business and per- 
interests. Insurance companies 
‘rs engaged in business of an 
tate character are, under the pres- 
ystem, subjected to greatly in- 
! overhead expenses which must 
y be borne by the consumer 
goods or services offered. These 
nal burdens would be quite un- 
iry if we had the wit or the good 
to adopt and enforce uniform 
tices among the several states with 
1 to these matters. 


bidiia 


Vational Conference of Commtission- 
ers on Uniform State Laws 


has been pointed out at length 
here that the National Conference 


t a necessary or inevitable conclu- 

t many years ago; see Goodnow, 

Soctal Reform and the Constitution. New 
llan Company, 1911, chap. 3. The 
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of Commissioners on Uniform State 
Laws owed its origin, more than forty 
years ago, to the realization of the need 
for uniform rules on various commer- 
cial subjects. It is in this field that the 
Conference has been most successful in 
its efforts. In recent years, the Confer- 
ence has carried on its work through 
seven sections, devoted respectively 
to uniform commercial acts, property 
acts, public laws, social welfare acts, 
corporation acts, torts and criminal 
laws, and civil procedure acts. The uni- 
form commercial acts that had been 
adopted by the states, as of 1934, 
are indicated in Table I, Section I. 
For these acts, adoptions numbered 
188; the Civil Procedure Acts Section 
comes next with a total of 156 adop- 
tions; the total for all acts of all sections 
in 1934 was 618. This list of acts indi- 
cates the nature of the problems which 
the Conference has attacked, but it 
should be added that there are a num- 
ber of acts in other sections whose sub- 
ject matter is not far removed from the 
field of business, as for instance, the 
Negotiable Instruments Act, which has 
been adopted in practically every state 
and territory, and the Stock Transfer 
and Aeronautics Acts, both of which 


TABLE I 
Section I. Commerciat Acts 

1. Arbitration Act 5 
2. Bills of Lading Act 29 
3. Conditional Sales Act 9 
4. Limited Partnership Act 20 
5. Partnership Act 19 
6. Sale of Securities Act 3 
7. Sales Act 34 
8. Amendments to Sales Act 8 
g. Warehouse Receipts Act 48 
10. Amendments to Warehouse Receipts Act 13 

Total adoptions 188 


whole question has recently been exhaustively studied 
by the Federal Trade Commission with regard to 
utility corporations; see 70 Cong. 1 Sess. Document 
g2, Part 69-A, 1934. 











TABLE I—(Continued) 


Section II. Property Acts 


1. Acknowledgments Act 9 
2. Acknowledgments Act, Foreign 8 
2, Joint Obligation Act 4 
4. Negotiable Instruments Act 53 
5. Real Estate Mortgage Act I 
6. Stock Transfer Act 24 
Total adoptions 99 
Section III. Pusric Law Acts 
1. Act Regulating Traffic on Highways 18 
2. Aéronautics Act 21 
3. Air Licensing Act 5 
4. Flag Act 10 
s. Land Registration Act fe) 
6. Motor Vehicle Anti-Theft Act 8 
7. Motor Vehicle Operators and Chauffeurs 
License Act 8 
8. Motor Vehicle Registration Act 8 
g. Reciprocal Transfer Tax Act 17 
Total adoptions 95 
Section IV. Soctat WELFARE AcTs 
1. Child Labor Act I 
2. Desertion and Non-Support Act 19 
3. Divorce Jurisdiction Act I 
4. Illegitimacy Act 7 
s. Marriage and Marriage License Act 2 
6. Marriage Evasion Act 5 
Total adoptions 35 
Section V. Corporation Acts 
1. Business Corporation Act 4 
Section VI. Torts anp CriminaL Law Acts 
1. Act to Secure the Attendance of Witnesses 
from without the State 7 
2. Criminal Extradition Act 10 
3. Firearms Act 8 
4. Fraudulent Conveyance Act 16 
Total adoptions 41 
Section VII. Crvit Procepure Acts 
1. Declaratory Judgments Act 21 
2. Extradition of Persons of Unsound Mind Act 10 
3. Federal Tax Lien Registration Act 19 
4. Fiduciaries Act 16 
5. Foreign Depositions Act II 
6. Interparty Agreement Act 4 
7. Proof of Statutes Act 22 
8. Veterans’ Guardianship Act 33 
g. Wills Act—Foreign Executed II 
10. Wills Act—Foreign Probated 7 
11. Written Obligations Act 2 


Total adoptions 156 
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have been approved in nearly half 
the states. : 

The acts sponsored by the other sec- 
tions of the Conference are listed in 
Sections II to VII inclusive. The name 
of the section, and the number of adop. 
tions of each act, as of 1934, are sedis. 
cated in each case; it will be noted that 
a large majority relate to some phase 
of business or commerce. 

In Uniform State Action, a volume 
published in 1934, the attempt was 
made to point out the reasons why the 
Conference has not been able to make 
greater progress than it has. In the first 
place, the states have recognized the 
validity of the principle of uniformity 
in the abstract, and have refused to 
concede anything in order to realize jt 
in concrete situations. Still more impor- 
tant is the fact that the organization of 
the Conference has been defective: 


of 


The state commissioners, upon whom the 
Conference of Commissioners on Uniform 
State Laws depends for its success, are in 
reality in no man’s land, so far as our pres- 
ent governmental structure is concerned. 
They do not belong to the executive de- 
partment, to the legislative department, 
nor to the judiciary. Little or no responsi- 
bility attaches to their offices. They are in 
no position to provide leadership. One can 
but wonder that under such circumstances, 
they have been able to accomplish as much 
as they have. This is not said in criticism of 
the many honest and sincere men who have 
served or are now serving as commissioners, 
nor in derision of the Conference itself—for 
whose accomplishments the author is duly 
grateful.‘ 


The method of approach to the prob- 
lem has not been the best that could 
have been devised; certainly when re- 
lied upon alone, it has not been ade- 
quate for the task to be done. ‘There !s 
4Graves, W. Brooke, Uniform State Action. Chape 
Hill: University of North Carolina Press, 1934, P- 297 
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to believe that the effec- 
the work of the Conference 
sreatly increased if the com- 
were selected in the several 
the membership of the legis- 
- commissioners would then 
finite interest in advancing, in 
gislative bodies, the meas- 
they themselves had as- 
fting. 

\ational Organizations 
ire numerous other organiza- 
have been working for the 
uniform laws with regard 
ial subjects in which they hap- 
e interested: “‘ Indeed, it may 
y said that there is scarcely 
organization devoted to the 
any particular cause or 
rk that has not at least con- 
| the desirability of framing and 
; 


5 


) ¢ one or more uniform acts.’ 
\merican Bankers Association has 
nd proposed no less than 

ne separate acts for the con- 
ness; the Russell Sage Foun- 
long worked for an uniform 
act; Printer’s Ink has its 
t for the control of advertising, 
different agencies have been 
in the development of uni- 
hway acts, aéronautics acts, 
ra. In addition to the work of the 
and that of these various 
groups, there are two types of 
ations that are contributing to 
‘uniformity in the field of 

law, to which some refer- 

| be made. The first of these 
group of national organiza- 
terested in fundamental prob- 
1 fundamental questions of 
and procedure; the sec- 

hat group of organizations 
ities which were created for 
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other purposes, but whose work has an 
important incidental effect upon the 
control of commerce, and upon the de- 
velopment of uniform policies in that 
field. Many of the latter are in the na- 
ture of police power regulations. 
Among the organizations of the first 
type may be included such groups as 
the American Legislators’ Association, 
the American Law Institute, and that 
group of agencies which have interested 
themselves in the development of a 
plan to reduce the frequency and the 
seriousness of conflicting tax laws. No 
one of these organizations is concerned 
primarily with commerce, but each of 
them, in the extent to which it succeeds 
in attaining its objectives, will have an 
influence in the direction of uniformity, 
in commercial regulation, and in other 
fields. The first of these organizations, 
for instance, the American Legislators’ 
Association, whose offices are located in 
Chicago, is doing a remarkable piece of 
work in improving the organization of 
our state legislatures, and in improving 
the standards of their work. It is an 
official organization, supported in part 
by appropriations from legislative bod- 
ies and in part by contributions from 
private foundations. An able research 
staff is constantly engaged in collecting 
and analyzing information on various 
current legislative subjects; this infor- 
mation is furnished in convenient form 
to legislators through research bulletins 
and through the pages of State Govern- 
ment, a monthly magazine which is sent 
to all legislators in all forty-eight states. 
Constant encouragement is given to 
the legislative reference bureaus, and 
to the efforts made by the states to de- 
velop methods of scientific bill drafting. 
The whole influence of the Association 
is thrown on the side of more intelli- 
gent and better framed laws; while the 
Association has deliberately refrained 
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from promoting particular acts or par- 
ticular solutions of problems, the re- 
search publications do point out the 
more successful ways of handling prob- 
lems that have been developed in the 
several states. So far as the legislatures 
are guided by these findings, they are 
likely to follow general trends in the 
development of new legislation, more or 
less uniform in character. The National 
Municipal League has gone farther in 
the drafting of proposed statutes and 
in urging their adoption by the legisla- 
tures. For instance, in 1933, when it 
became apparent that the Eighteenth 
Amendment would be repealed, the 
League created a committee to draft a 
model state liquor control law. This 
work was done, and within a year’s 
time, the act was in force, in whole or 
in part, in twelve different states. This 
accomplishment is important in that it 
indicates the possibility of quicker and 
more effective action in the direction of 
uniform law than has previously been 
thought to exist. 


The American Law Institute 


The influence of the American Law 
Institute will, in this connection, be 
even more important. This group, or- 
ganized in 1923 and functioning since 
then under the able direction of Wil- 
liam Draper Lewis, began with “‘an at- 
tempt to give an orderly expression to 
the common law.” The first results of 
this work appeared in 1932, in the form 
of a restatement of the law of contracts 
—a subject which is one of the primary 
concerns of business men. This impor- 
tant work was received with wide ac- 
claim and was the subject of much 


6 The publication program of the Institute, and the 
subjects to be covered, as shown in a recent report of 
the Director, are: fall of 1936: Property, 2 volumes, 
Constructive Trusts and Quasi Contracts, 1 volume; fall 


of 1937: Property, 1 volume, Torts, 1 volume; fall of 
1938: Torts, 1 volume, Property, 1 volume; fall of 





general discussion; it was followed, jy 
1933, by a restatement of the lees of 
agency—another subject of great inter- 
est to business men. If the program of 
the Institute is not further enlarged, it 
will still require another eight or ten 
years to complete the work.® The Insti- 
tute also brought out its Model Code of 
Criminal Procedure in 1931, and has 
been requested by the Association of 
American Law Schools and the Ameri- 
can Bar Association to undertake a re- 
statement of the substantive crimina| 
law; these latter projects are of little 
concern in connection with our present 
subject, but they are further evidence 
of the influence of the work of the Insti- 
tute. These restatements are not digests 
of the law, nor model statutes, but 
rather “an enumeration of the princi- 
ples of the common law as deduced 
from a careful study and examination 
of the pertinent decisions—always nu- 
merous and often conflicting.” 

The restatements will give direction 
and continuity to the future develop- 
ment of the law on the various com- 
mercial subjects with which they deal. 
Through the years, “‘the courts have 
hewn new paths through uncharted 
fields, and in so doing, have left dis- 
cordant judicial precedents to block 
business in subsequent litigation. A 
situation has resulted where it is almost 
possible to find a precedent on every 
question, regardless of merit. The nat- 
ural consequence of this, according 
to Mr. Justice Cardozo, is a situation 
‘where the citation of precedent 1s 
tending to count for less, and appeal to 
an informing principle is tending to 
count for more.’’’? 

1939: Property, 1 volume. The report to the Trustees 
of Carnegie Corporation of July 7, 1934, states more 


fully the various aspects of the several felcs 


mentioned. 


™Magaw, Elden S., Temple Law Quarterly, June 


1934, P- 559. 
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is that the work of the In- 
becomes so valuable and so 
ant. Since it is reliable and 
itive, the mere fact of its ex- 
tends to create an influence 
e will dissolve many of the 
ting decisions within individual 
ind many of the conflicting 
ns and conflicting statutory 

between the states, thereby 
g about voluntarily, by applica- 
f the gentle light of reason, a large 

of uniformity in the future 
opment of our commercial law. 


in the Field of Taxation 
in this connection, we consider 
the activities of those organiza- 
that have been trying to bring 
it of our existing chaos in the 
f taxation, for there is certainly 
bject of greater concern to busi- 
men or to the student of the laws 
ing business relationships, than 
amount of the tax burden and the 
rin which it is distributed. Until 
paratively recent time, it was our 
to allocate the available sources 
ie among the several units of 
ent—national, state, and local 
a way that there would be 
no overlapping or duplication. 
lone not by constitutional or 
requirement, but simply be- 
was common sense to follow 
licy. In recent years, we have 
areless—exceedingly careless. 
me tax is used by the Federal 
ent, as authorized by the Six- 
Amendment, and by more than 
states. The internal revenue 
which formerly belonged exclu- 
to the Federal Government, has 
ided by the states, a number 
w impose taxes on cigarettes 
rom two to five cents per 
ge. The field of the gasoline tax, 
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which was supposed to belong to the 
states, has been invaded by the Federal 
Government. 

The National Tax Association’s Com- 
mittee on Uniformity and Reciprocity 
in State Taxing Legislation, under the 
able chairmanship of Franklin Spencer 
Edmonds, has been at work on this 
problem for a number of years; at the 
Phoenix Conference of this Association 
in the fall of 1933, they approved what 
is commonly called the Massachusetts 
plan for allocating the receipts from 
the income tax, as between the Federal 
Government and the states—a plan 
somewhat resembling that used in con- 
nection with the inheritance tax. In 
the meantime, a good many different 
groups had become interested in the 
problem. In February, 1933, the ses- 
sions of the First Interstate Legislative 
Assembly, held in Washington under 
the sponsorship of the American Legis- 
lators’ Association, were devoted to the 
consideration of this problem; out of 
their discussions there developed, first, 
the Interstate Commission on Conflict- 
ing Taxation, and later, the Tax Revi- 
sion Council, whose work is now in 
progress. The Federal authorities have 
likewise indicated their interest and 
concern. Secretary of the Treasury 
Ogden L. Mills, in his report in 1932, 
called attention to the seriousness of 
the situation. In the 72d Congress, 2d 
Session, a sub-committee of the Com- 
mittee on Ways and Means made an 
investigation, and published a report 
entitled Double Taxation. In December, 
1934, President Roosevelt directed the 
present Secretary of the ‘Treasury to 
investigate overlapping and double tax- 
ation, and bring in recommendations 
for permanent reform, to be presented 
to Congress and to the state legisla- 
tures.* In the spring of 1935, there came 


® Associated Press dispatch, December 21, 1934. 
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together for conference in Washington, 
members of the Congress, representa- 
tives of the Treasury Department, and 
representatives of the several states, 
for the purpose of working out some 
program that would eliminate at least 
the worst features of the existing cha- 
otic situation. In 1932, Mr. Roosevelt, 
then Governor of the State of New 
York, aptly described the effect of the 
existing conditions when he said: ‘The 
result is confusion; the result is bitter- 
ness; the result is unfairness. We have 
no system; we have no delimitation. 
Federal and state governments vie with 
each other in duplicating taxes on the 
same property.” This situation must be 
remedied, and on the basis of the work 
that has been and is now being done, 
there seems to be some justification for 
believing that something can and will 
be done. 


The Police Power as an Aid to Uni- 
formity 

The second group of organizations 
to which reference was made included 
those created for other purposes, the 
incidental effect of whose work has 
been, through the exercise of the police 
power, to bring about the enforcement 
of uniform rules with regard to many 
subjects of interest in connection with 
the regulation and control of com- 
merce. These organizations and the 
subjects with which they deal are so 
numerous that it is impossible to do 
more here than to suggest the general 
nature of some of them. They are to 
be found in practically every impor- 
tant administrative field in which the 
state governments operate. Food and 
drug regulation is primarily a matter 
of commerce, but it has—for reasons 
that are none too logical—been devel- 
oped entirely within the departments 
of agriculture. In this field, an elabo- 


rate system of cooperation has beep 
developed, as among the Federal 
state, and local authorities responsible 
for the work, and this in turn has been 
productive of a high degree of uni. 
formity ini the administrative practices 
followed, as well as to a lesser degree 
in the statutory provisions involved. 
Many of these regulations have dealt 
with such subjects as standardization 
of grading, trade practices, market re- 
porting, et cetera. Progress has been 
made in developing uniform regula- 
tions with regard to the production 
and distribution of milk. 

In the field of banking, while the 
National Association of Supervisors o/ 
State Banks is one of the oldest or- 
ganizations of administrative officials, 
the degree of accomplishment has not 
been very great. The banking crisis in 
the depression has to some extent in- 
creased the realization for the need of 
uniform policies, but more progress has 
been made by one or two regiona! 
groups than by the national organiza- 
tion. There is little uniformity in the 
provisions of the laws of the several 
states on the subject of security regula- 
tion, but the administrators of these 
acts have often followed cooperative 
policies. Congressional legislation, with 
centralizing effect, has been considered 
and passed, with regard to both sub- 
jects. While there is a National Con- 
ference of Weights and Measures, the 
conditions in this field are far from 
satisfactory. The United States Bureau 
of Standards has worked out standards 
that have been generally accepted, bu! 
the enforcement is largely a matter 0 
local responsibility, and the work ha 
generally been poorly done. 

In highways, we have a subject © 
the utmost importance to commert, 
while there has been little uniformity 
with regard to construction policies, 
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of uniformity has been 
with regard to the rules 
‘ng the use of highways. The 
“onal Conference of Commissioners 
: niform State Laws has drafted 
‘bmitted a Motor Vehicle Anti- 
Act,® the Motor Vehicle Oper- 
Chauffeurs’ License Act 

| by 7 states), the Motor Ve- 
sistration Act (adopted by 8 
it id the Act Regulating Traffic 
Highways (adopted by 18 states). 
rtant in this field has been 

the National Conference 
Street and Highway Safety, which 
in addition to the four acts 
above, a Municipal Traffic 

, which has been adopted in 

like 800 cities, as well as, in 

n with the Federal Bureau 

ublic Roads, a standard system 
traffic signs, signals, and 


field of insurance, we have the 
ional organization of admin- 
ficers—the National Con- 

f Insurance Commissioners. 
rd shows that while they have 
hed something, there is still 
ft to be done. The chief accom- 
have been in the adoption 

rm forms for reporting, in reci- 
| cooperation in the exam- 
mpanies, and other similar 
Private groups have worked 

1 agreed upon more or less uni- 
indards for the licensing of 
brokers and agents. In the 
id, the Association of Govern- 
Officials in Industry has been 
it has not succeeded in getting 
it looks like uniform law. 
is NOW in progress an interest- 
pment in this field—an at- 


evelop uniformity regionally 


the same 


tes, as of 1934. Much 


the Uniform Title Law, 
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through the use of the interstate com- 
pact method. The Interstate Confer- 
ence on Labor Compacts is composed 
of representatives of several of the New 
England and Middle Atlantic States; 
it first met in 1931, and has held a 
number of meetings since that time. 
In 1934, it adopted the form of a com- 
pact on minimum wage, and has pro- 
ceeded to the consideration of other 
topics. It is still too early to give any 
estimate of the real effectiveness of the 
work done, or to venture anything by 
way of an estimate of its possible use- 
fulness in other fields; proposals have 
been made to extend its use into the 
field of crime control, as well as to 
the interstate regulation of the milk 
industry. 

Mention should also be made of the 
fact that the tendency to subject all 
types of persons engaged in the prac- 
tice of one of the learned professions, 
or in any sort of skilled trade, to exam- 
ination and licensure, has been steadily 
increasing. Thus are affected not only 
lawyers, doctors, dentists, pharmacists, 
architects, engineers, accountants, mor- 
ticians, and many others, but barbers, 
cosmeticians, plumbers, et cetera. This 
situation might not be important in 
itself, so far as our present purpose is 
concerned, were it not for the fact that 
there is also an increasing tendency to 
develop associations of the officers en- 
gaged in this work, and through them 
to develop uniform requirements for 
training and licensure, and reciprocity 
between the states with regard to licen- 
sure. No adequate study of this subject 
has ever been made; a few years ago, 
the Commonwealth Club of California 
made an attempt to find what was 
being done in 18 representative states. 


They concluded that some 200 profes- 
; I 


] 1 1 


n whole or in part Dy nearly 


which has been adopted i 


half of the states. 
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sions, trades, and callings must be 
subject to such control in one or more 
of the states. The demand for legisla- 
tion of this character arises both from 
the public and from those who want 
protection from unscrupulous competi- 
tors. The provisions of these laws are a 
matter of great importance to those 
engaged in many types of business, 
and as our population develops a 
greater and greater mobility, the ques- 
tions of uniformity and reciprocity 
become matters of vital concern.'® 


Federal Influence on State Legislation 


It is important also that the Federal 
departments and agencies have had 
a large part in the development of the 
several types of uniform regulations 
which have been mentioned here. If 
we go through the list now in the order 
in which the services were discussed 
above, we will note first that the Food 
and Drug Administration in the United 
States Department of Agriculture has 
taken the lead in working out the codp- 
erative methods here referred to; that 
the National Conference on Weights 
and Measures was organized and has 
been largely guided by the United 
States Bureau of Standards; that the 
National Conference on Street and 
Highway Safety was organized by and 
has since been managed as a part of 
the United States Department of Com- 
merce; that the Association of Govern- 
mental Officials in Industry has been 
fostered by the United States Depart- 
ment of Labor; and so on indefinitely. 
Only in the fields of banking and insur- 
ance, among all the subjects of interest 
in connection with commerce and in- 
dustry, do we find any important effort 
toward uniformity on the administra- 
10**Qccupational Restrictions,” The Commonwealth, 


April 19, 1927 (Transactions of the Commonwealth 
Club of California, Vol. XXII, No. 3). 





tive side, functioning without any ip. 
spiration or leadership from the Federa| 
Government. 

We began this discussion with an at. 
tempt to separate those forms or types 
of business relationship which come 
under the control of Congress under the 
commerce clause, from those which 
come under the control of the states. 
We know that those which come under 
the authority of Congress are cop- 
trolled by a uniform national rule; we 
have devoted the major portion of this 
discussion to the attempt to find out 
what the states have accomplished jin 
the direction of uniform control of such 
commerce as comes under their juris- 
diction. We have seen several organiza- 
tions concerned with the development 
of fundamental principles which in time 
will contribute much to the achieve- 
ment of a substantial uniformity, and 
we have seen a considerable number of 
organizations of state administrative 
officials, sponsored by Federal depart- 
ments and agencies, and guided largely 
by them. One further aspect of the 
subject remains to be considered; it is 
the newest aspect of the problem and 
perhaps from the point of view of the 
development of our Federal system, the 
most important. I refer to the greatly 
increased influence of the Federal de- 
partments and agencies, since the 
beginning of the depression, upon the 
course of legislation in the states. This 
tendency has been most noticeable in 
connection with the various aspects o! 
relief, but the extensive public works 
program has caused its introduction 
elsewhere. At the close of the summer 
of 1934, an attempt was made to find 
out from the Federal agencies them- 
selves the extent to which they ad 
mitted the use of these new methods, 
and most of them, as might have been 
expected, denied that they were trying 
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Uniform ‘Regulation and (ontrol of Commerce 


the state legislatures. Their 
rful weapon has been a finan- 
In highways, as well as in 
have been able practically 
‘state financial policies."! 
Bureau of Narcotics has carried 
sive propaganda for the adop- 
he Uniform Narcotic Drug Act, 
by the National Conference 
Commissioners on Uniform State 
1932, and now adopted in 
\luch more important, for 
sent purpose, has been the 
§ NRA in the state capitols, 
purpose of securing uniform 
ng the states governing com- 
at was not interstate in charac- 
at did not directly affect such 
e. Two or three different 
f such an act were prepared, 
itted to the states for adop- 
far as they were favorably 
n (by 18 states), they did 
ly bring into existence uniform 
erning the subjects to which 
‘late. In connection with this 
two important questions 
[here is, first, the question of the 
1 the propriety of the Federal 
ment, using its influence and 
ney that has been contributed 
iyers, to carry on propaganda 
e control of legislation in the 
We may freely admit that the 
agencies act with the best of 
ns, and that their proposals are 
main worthy of adoption—but 
not answer these questions. 
‘cond place, there is the ques- 
- effect of this kind of thing 
listribution of powers under 
| system; it does produce a 
rule, but it does so at the ex- 


the Hayden-Cartwright Act of 1934 

the further diversion of state motor 

p a maximum limit of one-third 

t of diversion to be permitted in any 





4 oe 
34/ 
pense of the prestige, if not the power, 
of the states. 


Conclusions 

In conclusion, we come face to face 
with the realization that the conditions 
of our modern com- 
mercial life demand the widespread 
adoption and enforcement of uniform 
rules, and that while we have made 
some progress—more, in fact, than in 
most other fields—we have as yet done 
nothing adequate when the extent of 
the needs for such policies are con- 
sidered. The responsibility which rests 
upon the states is greater now than 
formerly; the recent decision of the 
United States Supreme Court in the 
Schechter case, involving the constitu- 
tionality of the NRA, makes it very, 
very clear that if we are to have uni- 
form law with regard to many types 
of commerce, under our constitutional 
system as it now exists, it must come 
through the action of the states, and 
not with the insistence of the Federal 
Government. Speaking at a meeting 
of the Council of State Governments 
shortly after the decision was handed 
down, Henry W. Toll inferred that, 
unless the states take advantage of this 
“last chance,” direct Federal control, 
through one means or another, will 
surely come. It will be recalled that 
numerous methods of overturning or 
evading the decision were promptly 
presented, although none of them has 
as yet been adopted. 

The situation may not be quite as 
hopeless as Senator Toll, and certain 
of the leaders of the Administration, 
thought. In an article which appeared 
in a recent issue of this Review, Pro- 


industrial and 


state receiving Federal aid for its highways. This 
whole question is discussed in an article by the author, 
in State Government, December, 1934, and in a forth- 
coming article in the Cornell Law Quarterly. 
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fessor Nathan Isaacs not only argues 
that some of this interstate competition 
is not necessarily bad, but that the 
situation with respect to the develop- 
ment of uniformity is not as hopeless 
as is sometimes supposed.!? With labor 
particularly in mind, he says: “‘But 
before we despair of state action let us 
consider several facts. ...In the 
first place, labor legislation has pro- 
gressed with giant strides in the last 
generation. There may be reason for 
impatience, but there is none for de- 
spair. In the second place, by no means 
the only force at work for the better- 
ment of labor conditions is labor legisla- 
tion. The unions should not be so 
modest as to suggest anything of the 
sort.”” Elsewhere he points out that 
“there are many practical ways, which 
are not unconstitutional, to work for 
uniformity of state laws or at least 
decent reciprocity where either is de- 
sirable,” mentioning particularly the 
existence of nation-wide pressure or- 
ganizations, such as trade unions and 
trade associations, the imitativeness 
of legislatures, and the force of national 
political parties. 

In spite of these influences—impor- 
tant though some of them are—it is 
still important that those who under- 


122The NRA Decision,” x11 HARVARD BUSINESS 
REVIEW 4, Summer, 1935, pp. 393-404, especially 
402-404. 


stand something of the significance 
of this general problem exert such 
influence as they have in favor of the 
development of a program of uniform, 
law, before we find that it is too late 
Time and time again throughout oy; 
history, in one field after another, we 
have seen state powers handed ove; 
to the Federal Government, because 
the states either could not or would 
not do the things that needed to be 
done. This is mentioned not because 
of any sentimental attachment to the 
age-old doctrine of States’ rights—ip 
many respects, a rather foolish doc- 
trine, now pretty much outworn—bu: 
because, on the basis of cold logic, we 
cannot afford to continue turning over 
more and more extensive powers to the 
Federal Government. The task of 
government in the United States js 
too big for the Federal Government 
to be able to do it all. Even if this were 
possible, there are proper functions o/ 
government which could best be per- 
formed locally. In our reorganization 
of government, and in the reallocation 
of functions which is now in process, 
the states must be strengthened. One 
of the ways to do this is to see that, in 
the future, the states adopt and enforce 
uniform rules for the regulation o! 
such commercial subjects as, under 
our Federal system, fall within their 
jurisdiction. 
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STATE DISCRIMINATORY CHAIN STORE TAXATION 


\ 


BY CHARLES F. PHILLIPS 


HE rapid growth of the chain states.* In fact, the usual procedure 
rom 1923, when it did six seems to be to get the bill proposing the 
er cent of our total retail busi- tax introduced strictly as a revenue 
to 1933, when it did over 25 per measure. As heavy real estate taxes 
nt, ttle short of a revolution in have caused distress, many politicians 
\s aresult of thischain store have become receptive to any sugges- 
least three definite reactions tion for raising revenue in a manner 
loped. First, beginning as which would not appear to fall directly 
1922 (but of little importance _ on their supporters. 
twenties) came a move- : rn i ; 
eck the growth of the chain %?7¢¢d of Chain Store Taxation 
in propaganda. Secondly, of Discriminatory legislation to check 
origin but of little signif- | or slow up the growth of a method of 
the middle of the twenties, distribution is new neither in this coun- 
nt retailers and wholesalers — try nor abroad. In the late years of the 
ittempt to meet the chain on nineteenth century, when agitation 
grounds with the so-called against the growing department store 
hain. Finally, running par- _— was: strong, a law was passed in Mis- 
hese two movements, has _ souri calling for a tax of $500 on each 
ttempt to put a handicap classification of goods sold by any store. 
iin store by the passage of tax In Pennsylvania a bill to collect $100,- 
iminating against the chain. ooo in license fees from the department 
im of this article to discuss stores of the state failed to pass.‘ 
| development, showing the Abroad we find that taxes discriminat- 
extent of such tax laws and ing against chain stores existed as early 
it their significance to the as 1910, when Bavaria put a 5% tax 
re method of retailing. on the sales of all chain organizations. 
WW it was the work of those oppos- Other German states followed with 
in which first led to proposals similar laws. In 1g12 France dis- 
ninatory chain store taxa-  criminated against chains by increasing 
t iditional support for such taxes __ the patente (a tax based on the number 
i ired asa result of the need _— of employees, rentals, and other factors 
on the part of the various varying with the size of the business) 
H., Chain Stores, United States Cham- men. Business Week, August 5, 1933, p. 10. 
Chains and Independents, Census of 3“Not for fifty years have state legislatures been so 
, 1933, p. 3. The 1923 figure, which generally beset with serious financial problems as 
Dr. Nystrom, may be somewhat during the year 1933.” Ratchford, B. W., ‘General 
Sales and Turnover Taxes—Present Legislative 
> 1929 Indiana chain tax bill was a Status,” XII HARVARD BUSINESS REVIEW 2, January, 
d elling coffee to independent 1934, Pp. 230. 
J. P., Chain Store Manual, National 4 Nichols, op. cit., p. 47. See also Discriminatory Legis- 
lation, 1932, p. 49. The 1933 Michi- lation Affecting Retailers, Chamber of Commerce, 
ported by the Council of 1934, Pp. 4. 
rganization of small grocery- 5 Moride, Les Latson a Succurales Multiples, p. 165. 











ios) 


% for chains of from five to 10 units, 
1¢°% for companies of from 11 to 
20 stores, 50% for chains of from 21 to 
50 units, and 100% for larger chains.® 
Dr. Moride states that these increases 
were invoked as a result of the efforts 
of the small retailers, and that the 
independents exerted all their efforts to 
disorganize the chains instead of to 
improve their own efficiency. 

In the United States consideration of 
laws discriminating against chain stores 
apparently dates from 1925.’ In that 
year two legislatures discussed such bills 
but rejected them. For 1926 the writer 
has been unable to find record of any 
proposed chain store taxes; but this 
situation is not difficult to understand 
since only a few state legislatures con- 
vened in that year. The following year, 
however, when nearly all the state legis- 
latures met, at least fifteen bills aiming 
to tax the chain were introduced and 
three of them were passed (Georgia, 
Maryland, North Carolina). The Mary- 
land law was especially severe in that 
it prohibited the further expansion of 
chain stores in the state; the Georgia 
and North Carolina laws levied a tax 
graduated according to the number of 
stores.® In addition, Pennsylvania and 
Michigan enacted laws falling heavily 
on chain drug companies by requiring 
all new drug stores opened to be owned 
by registered pharmacists or, if oper- 
ated by a corporation, a large part of 


wa bv 


Pe) 
3 


* Jbid., p. 165. Also Buehler, A. D., General Sales 
Taxation. New York: Business Bourse, 1932, p. 213. 

7 The following discussion of the growth of discrimina- 
tory chain store taxation is based upon replies to 
letters written to various state officials as well as on 
material from the following sources: Business Week; 
Discriminatory Legislation Affecting Retailers, op. cit.; 
Final Report on the Chain Store Investigation, Federal 
Trade Commission, 1935, Chap. v1; Hardy, F. K., 
““Wisconsin’s New Chain Store Tax, etc.,” Bulletin of 
the National Tax Association, Vol. xix, p. 66; Lebhar, 
G. M., The Chain Store—Boon or Bane? New York: 
Harper & Brothers, 1932, p. 185; New York Times; 
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all the stockholders must be registered 
pharmacists.’ Finally, Delaware passed 
a chain tax law based on the aggregate 
cost value of goods offered for sale, by; 
the law was made applicable only t, 
chains with their principal place of busi. 
ness outside the state. 

The year 1928 again found few 
legislatures in session, and but fiye 
chain tax bills were introduced. Two 
of these, however, became law and. 
while the South Carolina law was soon 
declared unconstitutional, the Virginia 
law remained effective until replaced 
by a new law at the beginning of 1935. 
In Massachusetts a drug-store bill 
similar to that earlier passed in 
Pennsylvania was introduced but failed 
to become law.” During 1929 New 
Hampshire, North Carolina, Indiana, 
and Georgia adopted chain tax legisla- 
tion—the Indiana law being the one to 
provide the first test of constitutionality 
before the Supreme Court of the United 
States.!! In 1930 the states of South 
Carolina, Mississippi, and Kentucky 
joined the ranks of those discriminating 
against the chain. Two of these laws 
(Kentucky and Mississippi) were espe- 
cially significant in that they marked 
the first of the chain tax laws graduated 
according to sales instead of according 
to the number of stores operated. For 
1931, out of 126 bills introduced, five 
became law, including the Alabama 
law which is still in force.!? Even in the 


Nichols, op. cit., p. 47-60; Tax Systems of the World, 
Tax Research Foundation, 5th ed., 1934, pp. 103-105; 
Wall Street Journal. 

8 All three laws were declared unconstitutional by 
lower courts. 

9 Pennsylvania required ail stockholders to be pharma- 
cists; Michigan, those holding 25% of the stock. Both 
laws were held unconstitutional. 

10 House Bill #786, January 18, 1928. 
11 Lebhar states that five bills passed this year but ne 
does not name the states. Cf. Lebhar, op. cit., p. 185. 
12 Tennessee also passed a law taxing stores but it 
apparently does not discriminate against the chain. 
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tive year of 1932, 125 bills 
luced and three were passed 
_Louisiana, Wisconsin). These 
ided for taxes considerably 
hose provided for by the 
iw, which the Supreme Court 
red constitutional the preced- 


k year of legislative activity 

he chain was reached in 1933, 
11 bills were introduced in 20 
the first three weeks of the 
the entire year, 13 laws were 
y 13 of the 42 legislatures into 
225 proposed bills had been 
ed.!8 The Minnesota law of this 
iced the third major type of 

re tax by combining the tax 
the number of stores, intro- 
North Carolina and Georgia 


127, with the tax based on gross 


used in 1930 by Kentucky 
ississippi. During 1934, a year 
it few state legislatures met, 
re laws were enacted (Colorado, 
ky, Virginia, New Mexico) while 


35 (January-October) California, 


lowa, North Carolina, South 
, Nebraska, and Virginia passed 
cing the chain.}4 
|, then, we find that tax 
vied against the chain store 
read rapidly. If we take the 
from 1927 through 1933 and 
just those years in which 


neral, 


e state legislatures met, 1.¢., 


| years, we find that this increase 


y the figures 4, 4, 5, and 13. 
i has been this move to tax the 
john T. Flynn in 1931 could 


Florida, Idaho, Indiana, Maine, Mary- 
gan, Minnesota, Montana, New Mexico, 
2, Vermont, West Virginia, Wisconsin. 
a also reénacted an earlier law. 
ana modified its 1932 law. The 1935 
yt discriminate against the chain. 
, 66: 223, April 15, 1931. 


Virginia law is omitted as it is not dis- 


write with a considerable degree of 
truth that: 


Wherever a little band of lawmakers are 
gathered together in the sacred name of 
legislation, you may be sure that they are 
putting their heads together and thinking 


up things they can do to the chain stores.!” 


Chain Store Tax Laws, October, 1935 
Table I attempts to present all state 
discriminatory chain store tax laws still 
effective October, 1935. At that time 20 
states had laws falling within this 
classification.4* In general they may 
be divided into three main groups.” 
Part A of the table presents the laws 
of 15 of the 20 states, these laws being 
graduated according to the number of 
stores operated in the state (except 
Louisiana). In Alabama, for example, 
an individual or a company operating 
one store pays an annual license tax of 
$1, regardless of whether the store is in 
the grocery field and has a yearly sales 
volume of, say, $20,000, or whether it 
is a department store with annual sales 
of, say, $5,000,000. As the number of 
stores operated by the individual or 
company increases, the tax rate in- 
creases; $10 per store for two to five 
units, $15 each for the next five units, 
$25 each for the eleventh through the 
twentieth unit, and $75 for all stores 
over twenty. It will be noted that 
the tax rates vary widely among the 
states, from a $30 per store rate for all 
over ten units in Montana to $500 per 
unit for all over nine in California. For 
a chain of fifty stores this schedule 
would mean a total payment of $1,375 


criminatory. Likewise, the Nebraska law is not in- 
cluded as apparently it is ineffective. Business Week, 
May I1, 1935, p. 12. 

17Tax scales graduated upward according to gross 
sales alone have been held unconstitutional and so fail 
to appear in Table I. 

18 Act 369, Alabama, Acts of 1931. 
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in the former state as against $21,011 
in the latter. 

Drastic as some of these laws based 
on the number of stores may be, they 
are dwarfed by those of four states 
which levy a tax graduated according 
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on gross sales is discriminatory agains, 
the chain as the sales for each store are 
not taken separately but, rather, they 
are taken for all the stores of each chain 
operated in the state and the graduated 
scale is then applied. This means, {o; 


TABLE I 
Discriminatory Cuan Store Tax Laws, OcToBer 1, 1935 


State Date Limits to Scale of Rates Constitutionali: 
A. Tax Based on Number of Stores 

Alabama 1931 $ 1.00 to $ 75 (over 20 stores)* Upheld 
California 1935 1.00to 500( “ 9 “ ) No decision 
Colorado 1934 2.00to 300( “ 24 “ ) “ « 
Idaho 1933 §.00to 5s00( “ 19 “ )f Upheld 
Indiana 1933 3-00to 150( “ 20 “ )ft e 
Kentucky 1934 2.00to 150( “ 50 “ ) No decision 
Louisiana 1934 10.00to §550( “ 500 “ )§ ss - 
Maine 1933 1.ooto 50( “ 25 “ ) . 
Maryland 1933 t.cotw so{ “* 2a - 6 
Michigan 1933 io.coto 350( “ 25 “ )i Upheld 
Montana 1933 2.50 to 30 ( 55 io * ) No decisi n 
North Carolina 1935 50.00to 225( “ 200 “ )f|| ii P 
South Carolina 1933 §.coto 10( “ 2 “ )q Upheld 
West Virginia 1933 2.00to 250( “ 75 “ ) . 
Wisconsin 1933 10.00to 100( “ 20 “  )|| No decision 


B. Tax Based on Number of Stores and Gross Sales 


$10 to $400 (over 15 stores)|| plus 14 of 1% onsales to5% No decision 


for chains of over 15 storest 


$5 to $155 (over 19 stores) || plus $25 on first $50,000 sales No decision 


to 10% on sales of $10,000,000 and over. 


$5 to $155 (over 50 stores) || plus 449 of 1% on sales less No decision 


than $100,000 to 1% on sales over $1,000,000. 


Florida** 1935 
Iowa** 1935 
Minnesota 1933 
South Dakota 1935 $1 to $10 (over 


10 stores) plus 14 of 1% on first $50,000 No decision 


sales to 1% on sales over $1,500,000. 
C. Tax Based on Cost of Goods plus Fixed Rate per Store 


Delaware 1927 
$5,000. tT 


$10 per store plus 10 cents for each $100 cost of goods over No decision 


* The majority of these laws exempt certain kinds of chains, ¢.g., Alabama, filling stations (the most common exemption); North Carolina 
auto dealers (among others); Minnesota, lumber yards (among others). 


t As stores are added the rate increases for all stores. 
t The 1929 law was revised in 1933. 


§ Size of chain determined by all stores owned by the chain regardless of location; tax paid just on Louisiana units. Temporary restraining 


order 

Begins with second store. 
4] The 1930 law was reénacted in 1933. 
** In litigation. 


tt Applies only to chains with principal place of business outside state. 


Source: Cf. footnote 7, p. 350. 


to both the number of stores and gross 
sales (Part B). Minnesota, whose tax 
rate is far below that of Florida and 
Iowa, levies a tax of $5 on the second 
store plus 149 of 1% on gross sales not 
over $100,000. However, for all stores 
over fifty the rate based on the number 
of stores increases to $155 plus the gross 
sales tax, which becomes 1% on all 
sales over one million. The scale based 


example, that 70 independent grocery 
stores, having a yearly sales volume of 
$50,000 each, would pay no tax based 
on the number of stores and but !49 ©! 
1% on gross sales, or a total payment 
of $1,750. Yet if these same 70 stores 
belonged to a chain, they would pay 
$5,345 under the rate based on the 
number of stores and $28,300 under 
the graduated gross sales tax, or a tota! 
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1<, which is over Ig times as 
he independents would pay. 
n is evident. It is worth 

- the fact that in lowa the 
tax reaches 10% for all sales 


19 


ns. 
C of Table I consists of the 
+7 Delaware law which levies a flat 


re plus a fixed rate per $100 
is for all purchases over 
pplies only to chains with 
n place of business outside the 


ry a 4 e 
Llaxeées and the Courts 


\ it going into much detail, it 
while to summarize the 

ken by our courts as regards 

hich discriminate against the 

In general, beginning with 
\laryland law of 1927, laws pro- 
rther chain store expansion 
taxing chains on the basis of 
of stores in operation were 
constitutional by the lower 
hey contained an “unjusti- 
rimination between the chain 
1 the other stores of the same 
2! On February 1, 1929, 
of the Federal Statutory 
Indiana handed down a deci- 


Indiana law uncon- 


1 
rir Tr 
Inv tne 


This case, however, was 
the Supreme Court of the 
i States which, on May 18, 1931, 


{ > decision, reversed the lower 
rast to an average net profit per dollar 
+.21 cents for drug chains, 2.10 cents for 


and 2.68 cents for tobacco chains. 


nnessee, Maine, and North Carolina 

re warehouse tax. Final Report on 

re Investigation, Federal Trade Com- 
ca >, Great Atlantic & Pacific Tea Com- 
Doughton, 196 N.C. 145. Also Woolworth 

ar, Supreme Court, Fulton County, 


ard of Tax Commissioners of Indiana v. 


ied 
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court.*? To the Court it 
seemed that there were enough differ- 
ences between chain store and inde- 
pendent operation to justify 
differences in the tax rate. As this 
ruling is still controlling, chain taxes 
based on the number of stores, in spite 
of their discrimination, are constitu- 
tional.*’ ‘Table I shows that the courts 
have passed on six of the present laws 
of this type and have upheld them all. 
Likewise, before the 1928 Virginia law 
graduated as to the amount of pur- 
chases was revoked, it was upheld in 


Supreme 


store 


court.*4 

As regards taxes graduated upward 
according to both number of stores and 
gross sales, we as yet have had no court 
decision. However, certain statements 
may be made concerning this type of 
law. Undoubtedly, as the above para- 
graph shows, that part of these laws 
levying a tax based on the number of 
stores is constitutional. On the other 
hand, in March, 1935, the Supreme 
Court of the United States decided 
that gross sales taxes based on a sliding 
scale are unconstitutional for the rea- 
son that the volume of transactions is 
not sufficient ground for varying the 
rate of taxation.” While this decision 
was made in a case involving a law 
which was based only on gross sales, 
there is little reason to believe that the 
Court will rule otherwise when a law 
such as that existing in Iowa is tried. 
23 In Liggett v. Lee, 288 U.S. 517 (1933), the Supreme 
Court declared unconstitutional the Florida tax 
graduated according to the number of stores. This, 
however, did not overthrow the Jackson case as the 
Florida law was not upheld because it distinguished 
between chains operating in one county and those in 
more than one. 
24 The Great Atlantic & Pacific Tea Company v. Morris- 
sett, 284 U.S. 584. 
25 Stewart Dry Goods Company v. Lewis, 55 S. Ct. §25. 
From January to October of 1935 the graduated gros 
sales tax laws of Kentucky, Vermont, and Wisconsin 


S 


™ - - 1 
were declared unconstitutional. 





354 Harvard Business ‘Review 


It should be emphasized, however, that 
as long as the Indiana decision stands, 
chain store organizations can expect 
little aid from the courts in their fight 
against discriminatory taxation, since 
taxes based on the number of stores can 
be used to replace taxes declared uncon- 
stitutional. The Wisconsin law of 1933 
even provided for this contingency in 
advance, so that when the tax scale 
based on gross sales was declared uncon- 
stitutional in June of last year (1935), it 
was automatically succeeded by a rate 
based on the number of stores.” 


Chain Store Taxes and Profits 


Of what significance to the chain 
store is the development we have just 
described? It may be well to begin our 
inquiry with two general statements. 

In the first place, when most people 
think of a chain store, they usually 
think in terms of the large sectional and 
national chain organizations. These, 
then, are the companies upon which the 
discriminatory taxes are to fall. In part, 
this conclusion is true and, since these 
chains have many stores in some states, 
a larger percentage of their units may 
fall in the high tax brackets. But such 
taxes also fall on the less well known 
and smaller chains. In 1929, 30.7% of 
all chain store units (52,465 out of 159,- 
638) were operated by local chains, and 
many of these chains would have units 
falling within the heavy tax rates.” For 
example, considering just local chains, 


26 It might also be noted that a chain tax law in New 
Mexico was held unconstitutional because it dis- 
criminated among the various chains by exempting 
some of them from its provisions. It is interesting that 
the recently passed California law also has a large 
number of exemptions. However, certain laws already 
upheld by the Supreme Court have contained exemp- 
tions of this nature. 

* Local chains operate mainly in and around one city, 
so it is a fair conclusion that most of them would be 
intrastate. Cf. Retail Chains, 15th Census, Retail 
Distribution, p. 19. 


there were two having over 26 unjt; 
in the variety field, while 14 had from 
II to 25 stores each. In the drug fie 
23 had 11 to 25 units, 12 from 26 to x 
units, and two over 50 units. In tig 
shoe field, 19 chains fell in the 11- to 2:. 
unit class, one had 43 stores and : 
other 51 units.* Furthermore, as jt j; 
a general rule that these smaller chains 
have smaller sales and smaller net prof- 
its per store,” antichain taxes may {|| 
with even a greater severity on some of 
these local chains than they will on 
some of the larger organizations. |; 
should be evident that chain taxation 
will fall on all types of chains, and not 
just on the large sectional and national 
companies. 

Secondly, it is quite apparent where 
taxes based on the number of stores 
will fall the heaviest—on chain organi- 
zations with relatively small sales 
per store, with a relatively small net 
profit to sales ratio, and with enough 
units concentrated in a state (or in 
many states) to get into the high tax 
brackets. Table II (columns 2, 3, and 
4) shows that, in general, the first two 
of these characteristics are found in 
the average chain in the grocery, gro- 
cery and meat, tobacco, and millinery 
fields. The average grocery chain 
unit apparently makes about $953 net 
per year, grocery and meat, $1,572, 
tobacco, $1,782, and millinery, $1,302. 
In all of these cases, a tax of $500 per 
store (Idaho law) would be a heavy 


3 Ibid., pp. 71, 151, 224. 
® Cf. various studies of chain stores by the Harvaré 
Bureau of Business Research. In 1929 sales per store 
for variety stores belonging to local chains were 
$33,289, for those belonging to sectional chains, 
$70,456, and for those belonging to national chains, 
$185,866. Retail Chains, p. 71. 

*® This table is intended to be illustrative only anc 
does not aim at completeness. Hence, these charac: 
teristics will also be found elsewhere, ¢.g., © p'™® 
board” drug chains. 
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en to an average chain unit.*? 
in general terms, however, 
rage chain store unit in any 
field is to give a fallacious 
mparing chain store profits 
ain store taxes of the discrimi- 

rt.32 Average chain profit fig- 


355 
able. And it is likewise in the other 
fields portrayed in Table II. Even in 
fields where the average chain might 
bear a heavy additional tax, some 
chains would find the added burden 
sufficient to force them out of business. 
The significance of chain store taxation 


TABLE II 


anp Net Prorirs FoR AVERAGE CHAINS WITH RANGE oF Eacu For LEADING CHAINS 


8-year Average for All 


Chains* 
(1 (2) (3) 
Sales per Net to 
Store $ Sales 
$117,923 6.04% 
117,809 4.21 
45,387 2.10 
M 55,742 2.82 
\ Shoes 70,856 3.17 
55,168 2.36 
66,485 2.68 
171,550 9.16 
to-Wear 191,463 4.35 
I §, 1927-1930 
Miscellaneous Financial Results of 
9, pp. 11-20. 


btained from figures for a 
mber of stores operated by 
few of which are average 

In the grocery field, for exam- 
just the three leading 
average yearly sales per 
three-year period (1928- 
$29,091 for one 


1dering 


Lit. 


nged from 


$56,255 for another. Likewise, 
-to-sales ratios ranged from 
3.13 (Table II, columns 5 


=F 
i.ven though the average gro- 


init net profit is $953, one 
hree chains had a business 
of —$210, a second 
the third of $1,784. While 
in might stand the burden 
ively heavy tax, to the former 
such a tax might be unbear- 


DET store 


ferred that the writer holds that 
kes must necessarily come out of net 
wn the chain to have a 


itage o its competitors, 


ver 
fted by 


necessarily follow t 


price advances. 


a be si 


hat the chains 


3-year Average for Leading Chains 
(1928, 1929, 1930) 


(4) (5) (6) 

Net per Range of Sales Range of Net per 
Store per Store Dollar of Sales 
$7,123 $ 32,083-160,759 —3.78% to 11.21% 
4,960 112,136-170, 208 —3.54 to 7.09 

953 29,091- 56,255 —0.83 to 3.13 
1,572 44,564- 66,787 1.80 to 4.88 
2,246 36,996-102 , 063 —1.67 to 6.71 
1,302 67,675- 71,676 —2.39 to 2.94 
1,782 67 ,436- 90,213 0.92 to 1.57 
15,715 107, 358-273 , 836 5.23 to10.58 
8,329 98 , 338-2, 011,973 2.58 to 6.53 


Retail Chains, Federal Trade Commission, 73d Congress, 2nd 
’ a 


is recognized only when one is aware 
of the great range of variation between 
profits of different chains, both within 
the same field of operation and in differ- 
ent fields. 

3ut we can carry our analysis still 
further. Even for those chains whose 
average unit might absorb an addi- 
tional tax of, say, $500, this does not 
necessarily mean that a// of their units 
are profitable enough to take on this 
burden. In Table III there is presented 
a study of the profits per store for each 
of a large number of stores operated by 
a sectional grocery chain. While this 
chain operates in more than one state, 
this table covers all the stores oper- 
ated in the state in which the chain is 
best represented. In 1932 the average 


could raise their prices sufficiently to pass the entire 


tax on to the consumer without losing a significant 


part of their business. 
32 Cox, Reavis, “ 
tion,” Bulletin of the National Tax As 


XIX, pp. 


Inadequacies of Chain Store Taxa- 


octation, V« 
132-141. 
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unit of this company had a net profit 
of $231 while in 1933 (when the com- 
pany enjoyed one of its most profit- 
able years) the net profit was advanced 
to $572. But even in the latter year 
when the average store might have 
absorbed an additional tax, 22% of the 
units actually showed a loss while 17% 
more made less than $400 each. Cer- 
tainly a heavy tax on this chain could 


TABLE III 
Prorirs AND Losses FoR INpIVIDUAL STORES OF A 
SecTIONAL Grocery CHAIN 


Number of Stores 


Profit Range 1932 1033 
Over $1000 48 67 
$800-$1000 18 31 
600- 800 24 29 
400- 600 17 35 
200- 400 35 19 
O- 200 36 26 
Deficit 113 60 
Totals 291 267 


Source: Data from books of the company; name of 
the chain not to be disclosed. 


have no other effect but to close a num- 
ber of the stores now operated. 
Finally, we must consider the fact 
that chain store profits are not con- 
stant from year to year. While Table 
IV again brings out the variability in 
profits per store among a number of 
leading chain companies, both within 
the same field and in different fields, it 
also gives some indication of how the 
profits for the same chain may vary. 
Certain significant examples stand out. 
Whereas in 1929 the National Tea Com- 
pany had a net per store of $1,712, 
by 1932 this had fallen to $648, and in 
1934 it reached $364. Neisner Brothers 
in the variety field had a 1928 net 
profit per store of $22,277 but by 1932 
this had been turned into a deficit of 
$600. John R. Thompson in 1934 had 
a deficit of $1,533, as against a large 


33 Especially would this be true of the smaller chains 
whose earnings tend to fluctuate much more between 


net profit in 1929. Even with companies 
which have not shown losses during the 
depression the declines have been sub- 
stantial. The significance of these fluc- 
tuations from our present point of view 
lies in the fact that taxes based on the 
number of stores become a fixed charge, 
and do not change as does the ability 
to pay. As a result, even for a chain 
which under normal business condi- 


TABLE IV 
T 
Net Prorits per Store ror CHAINS IN Various 
FIELps 
! Net Profit per Store 
Field Company 1929 1932 1034 
Department J. C. Penney $ 8,808 $3,449 $10,055 
ee Grant 13,836 3,562 5,626 
Drug Walgreen 7,617° 3,405 5,046 
” Peoples 9,121f 4,374 9,956 
Grocery American Stores 2,494 1,449 1,176 
oe National Tea 1,712 648 364 
Restaurant Waldorf t 2,777 1,044 
- J. R. Thompson = 13 ,099§ 2,500 1,535¢ 
Shoe Melville Corp. 3.473 1,516 3,393 
” Schiff Shoe 3,142 1,218 1,927 
Variety S. S. Kresge 25,046 7,867 13,455 
i Neisner Brothers 22,277]| 6008 = 10,667 


* Stores as of February 22, 1930. 

t Stores as of February 1, 1929. 

t Unavailable. 

§ Stores as of April 28, 1930. 

|| For 1928, Chain Store Age, November, 1929, p. 94. 

4 Deficit. 

Source: Annual Reports in Commercial & Financial 
Chronicle. Net per store based on number of stores 


at end of year. 


tions might be able to pay a heavy 
chain store tax, a few years of subnor- 
mal profits might leave the company in 
an impaired financial condition.* 
Our analysis, then, leads us to cer- 
tain conclusions. First, even with a 
chain store tax which could be carried 
by chains in many fields, those chain 
companies in fields of low sales pet 
store and low profit-to-sales ratios 
would find it a heavy burden. Second, 
even in those fields where the average 
chain could absorb an additional tax, 
some organizations would find it im- 
possible to do so. Third, among those 
chains whose average unit could bear 
such an additional burden, many units 


“good” and “bad” years than do those of the larger 
chains. 
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ed to close. Finally, the 


tailing are so variable that 
xed charge of a heavy tax 
isastrous to some chains dur- 
f subnormal earnings. 


reciiic Chains 


tance of chain store taxa- 


tore organizations may be 


n a more realistic way by se- 


large chains and comparing 


. 


TABLE V 


Cuain Store TAXES AND CHAIN 


_ Krocer Grocery & BAKING 
ano F. W. WooLworTH 


CoMPANY 
Kroger Woolworth 
in Opera- 
4 4,352 1,752° 
Which 
j 18 48 
ates Having 
xes 8 20 
er Store, 1934 $50,775 $138,316 
tore, 1934 $964 $14,965T 
re Tax Pay- 
1935 $268,279 $492,917¢ 
ge of 1934 
6 4 1.9 
tore Basis $62 $281 
[ax Assum- 
Adopt Fairly 
Indiana) $607,334 $166,397 
tage of 1934 
14.5 0.6 
Basis $140 $95 


re 


\ 


sur 


re Basis $499 


lax Assum- 


Adopt a High 


$2,172,785 
1934 


$820,930 
re f 

51.8 4,3 
$469 


f 1933 in the United States. 


taken by Florida and Iowa tax laws. 


they would pay, with their 
is stated, under the various 


Nn 


Table V the 1934 net 


{ the Kroger Grocery & Baking 
ind of the F. W. Woolworth 
re shown in relation to the 


s too large, as some deductions are 


r example, Kroger’s 357 units would 
- a o. — ° y ’ 
$51,000 while Woolworth’s 40 
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annual additional taxes they would 
pay, first, under the chain tax laws as 
they existed on October 1, 1935, second, 
assuming all states had a tax scale 
identical with that of Indiana (a fairly 
moderate scale) and, third, assuming all 
states had a scale identical with that of 
Idaho (a high tax scale). 

That discriminatory chain store taxes 
as they existed in October, 1935, were 
not especially to large, 
wide spread chain companies is evident 
from this compilation. From the Kroger 
Grocery & Baking Company the total 
tax collected by the eight states having 
such taxes, and also containing Kroger 
stores, would be $268,279, a sum equal 
to 6.4% of the company’s 1934 net 
profit.34 The F. W. Woolworth Com- 
pany, operating in the variety field and 
having stores in all 48 states, would 
have a total tax payment of $492,917, a 
figure 1.9% of total net profit. Hence, 
while Woolworth would pay a larger 
sum than that paid by Kroger, this 
sum would be a much smaller percent- 
age of total net. This difference is due, 
as has already been pointed out, to the 
fact that taxes based on the number of 
stores fall unjustly on those companies 
that operate through a large number 
of relatively small stores or happen to 
have a large number of their stores con- 
centrated in a few states, and so get in- 
to the high tax brackets.* 

But the seriousness of the chain tax 
problem to a company such as Kroger is 
covered up by the fact that at present 
but eight of the 18 states in which it 
operates have anti-chain taxes. If we 
assume that all 18 states gradually 
adopt laws with rates as heavy as that 
now existing in Indiana, Kroger’s tax 


oppressive 


units would pay but $3,443. Yet the writer estimates 
that in 1934 the Kroger units earned less than one 
half of that earned by the Woolworth units. 
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bill will increase to over $607,000 
(14.5% of 1934 net) from this source 
alone. If these states should adopt a 
rate equal to that of the present Idaho 
law, a sum equal toover 50% of the com- 
pany’s 1934 net profit would be taken 
as the added tax.*® Furthermore, in 
view of the facts (1) that the year 1935 
(January-October) saw anti-chain taxes 
adopted by the legislatures of six states 
and (2) that three of these tax laws 
provided for levies equal to or greater 
than those provided for in any pre- 
viously adopted anti-chain bill, the 
assumption of tax rates equal to that 
of Idaho is far from absurd. 


The Indiana Law 


It seems worth while to present one 
more specific case to show the unjust- 
ness of chain store taxation. The Stand- 
ard Grocery Company of Indiana had 
225 stores in operation when the 
Supreme Court declared the Indiana 
chain store tax constitutional.*” All 
of these stores were located in the city 
of Indianapolis. With the present 
Indiana tax scale these 225 stores 
would pay a total tax of $31,193. Yet 
several department stores located in 
the same city, each having a larger vol- 
ume of business (and presumably larger 
profits) than all of the Standard 
Grocery Company units, would pay a 
tax of only $3 each. 

Or, again, it would be possible for 
225 independent grocery stores in com- 
petition with the Standard Grocery 
units to join together in a voluntary 
chain and thus gain some of the 
advantages of a chain store company 
and yet pay a total tax of only $675, or 
36 Direct and indirect taxes paid by Kroger in 1934 
were equal to 8.5% of sales, 39% of invested capital, 
or approximately $10 per share of common stock. In 
1935 comparable figures were 10%, 45%, and $12. 


Early evidence points to a further increase in 1936. 
Annual Report of Kroger Grocery & Baking Com- 








$3 per store, in contrast to $31,193 for 
its chain competitor. Not only are dis- 
criminatory chain store taxes oppres- 
sive to the point that they may force 
some chains out of business, but they 
constitute also an unjust attack upon 
a method of retailing which has done 
much to bring competency into a field 
of activity long noted for its lack of 
efficiency. 


The California Law 


The chain store tax law adopted by 
California in June of last year (193:) 
illustrates some of the difficulties cer- 
tain chains will face as a result of severe 
tax laws based on the number of stores. 
This particular law calls for a levy of $1 
for one store with the tax doubling for 
each additional store up to a total of 
nine. Beginning with the tenth unit the 
rate becomes a straight $500 per store. 

Apparently there are 22 chains in the 
state which operate 17 or more stores 
each.*® From these organizations the 
law will call for the payment of $1,170,- 
242 each year. Of this total Safeway 
Stores will pay $633,511, or an average 
of $497 for each of its 1,275 grocery and 
meat stores located in California. Yet 
in 1934 Safeway’s earnings were equal 
to but $1,208 for each store.** 

While Safeway Stores will bear the 
main part of the burden imposed by 
this tax law, several smaller chains do- 
ing business in the state may find the 
aw even a more serious threat to their 
existence. The 104 units of the Ow! 
Drug Company will have to meet an 
annual payment of $48,011 while the 
65 stores of the United Cigar Company 
will have a payment of $28,511. Both 
pany, 1935, p- 6. 

87 Majority decision, 283 U.S. 527. 
38 Wall Street Journal, August 1, 1935, P- 4+ 
39 Business Week reports that California’s average 


chain grocery unit nets about $450 a year while the 
grocery and meat units net $658. July 27, 1935, P- 
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firms filed petitions in bank- 
1932. The second largest 

1 the state consists of the 127 
erated by Van de Kamp’s Hol- 
Dutch Bakers. In contrast to a 
| annual special chain store tax 
ent of $59,511, this company had 
income in 1932 of $27,179, in 

f $18,357, and in 1934 of $8,518.*° 
“y of the fact that many chain 
inits in California are already 

» Josses or recording but small 

s, one cannot be held too pessi- 
f he feels that an additional tax 
ner store may result in the 
fjonment of some units, if not in 


failure of certain chains. 
se who may say that it is of 
e importance to talk of tax laws 
sh enough to force some chains out 
<istence, on the ground that the 
would not allow such a thing 
ppen, two answers may be made. 
the first place, as a result of the 
in taxes of Indiana and Iowa, the 
lard Oil Company of Indiana has 
| operation of its service stations 
states.*! In the second place— 
f much more importance than the 
hat certain chains have already 
-d out of business—is the fact 
Supreme Court of the United 
is declared that it will not in- 
in cases where state discrimina- 
iin store tax laws are confisca- 
. Speaking for the court in the case 
ing the Kentucky law Justice 
said: “Once the lawfulness of 
d of levying the tax is af- 
1, the judicial function ceases. He 
les himself by a false hope who 
ses that if this court shall at some 
» time conclude the burden of the 
has become inordinately op- 
ve, it can interdict the tax.’’* 
mmercial @ Financtal Chronicle, September 14, 

1750, 

ester Times-Union, January 15, 1934, p. 21. 


359 
This was put even more specifically in 
the West Virginia (1935) decision. * 


Conclusions 


Discriminatory taxation levied 
against the chain store form of busi- 
ness has rapidly increased since the 
first of these laws was passed in 1927. 
At least 45 such laws have been passed 
by the various states and, as of October 
I, 1935, 20 states still had such laws on 
their statute books. While the consti- 
tutionality of laws based on gross 
sales has recently been denied by the 
Supreme Court, laws based on the num- 
ber of stores have been upheld. 

These laws are clearly discrimina- 
tory against the chain. Furthermore 
they do not take into account the 
great variation in sales and net profits 
per store as between units in different 
fields of retailing: a chain unit in the 
grocery field having sales of $100 a 
day is taxed equally with a chain unit 
in the variety field having daily sales 
of $500. Finally, an independent de- 
partment store doing perhaps $10,000 
a day is taxed at a lower rate. 

To date, except in a few states, the 
chain tax situation is probably not 
serious enough to begin to question the 
ability of the average chain to meet 
competition and still make reasonable 
profits. However, all chains are not 
average chains, and all units are not 
average units. For these latter organi- 
zations and stores even the present 
situation is dangerous. Finally, the 
adoption by all states of a chain tax 
law no more drastic than is already in 
existence in Idaho would raise the 
problem of existence for many chains, 
especially for those operating in fields 
where sales and net profits per store 
are relatively low. 

Business Week, July 13, 1935, p. 25. 


42 Stewart Dry Goods Company v. Lewts, 
$3 Fox v. Standard Oil Co. of New Jersey, 
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THE FUTURE OF SMALL SECURITIES EXCHANGEs 


BY FRANK P. SMITH 


NE of the arguments advanced 
against the passage of the Se- 
curities Exchange Act of 1934 

was that the proposed legislation would 
destroy the smaller exchanges in the 
United States. The passage of the Se- 
curities Exchange Act has resulted in 
the closing of a few exchanges and the 
merging of others, but we now have a 
situation in which the Securities and 
Exchange Commission is trying to aid 
the smaller exchanges. Instead of being 
gradually forced out of the field, it 
now appears that they are to be en- 
couraged to remain as a permanent part 
of our securities organization.! 

The position of the Securities and 
Exchange Commission in favoring the 
retention of our smaller exchanges is 
based on three points. The first of 
these relates to the centralization of 
securities trading in New York City. 
Statistics will be presented indicating 
the overwhelming importance of the 
New York City markets. The elimina- 
tion of our smaller exchanges would, in 
most cases, increase the volume of 
trading in the organized markets of 
New York City and in the “over- 
counter” markets. 

A second reason for the maintenance 
of our smaller exchanges is that there 
are many localities in the United States 
having (1) a sufficient number of local 
companies and (2) sufficient financial 
resources and facilities, to support a 
securities market. A third reason is 
that such exchanges serve as secondary 
markets for securities regularly listed 
on the New York City exchanges but 


1“ | |. it is our wish to build up and not to weaken 
the smaller exchanges.’’ Address by James M. Landis, 
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which have sizable distributions jn the 
vicinities of local exchanges. 

The fact that local exchange facilities 
can be used for the buying and selling 
of securities regularly listed on the 
larger exchanges does not constitute 
very significant argument for the re- 
tention of local exchanges. This device 
might be used to enlarge the volume 
of local exchanges but the ease of 
trading through ‘“‘wire-houses” con- 
nected with the New York City 
markets detracts from the importance 
of this argument. 


Local Exchanges and the New York 
Exchanges 


There are numerous financial and in- 
dustrial centers in the United States 
that possess the required local securities 
and the means of financing local ex- 
changes. It is true that the existence 
of a local market makes the buying and 
selling of local securities very much 
easier. Where no such exchanges exist 
the securities of local companies are 
either listed and traded on exchanges in 
other centers or are dealt in in the 
“‘over-counter” market. Whether or 
not the ease of buying and selling 
securities is an advantage is a matter 
of argument. The existence of such ex- 
changes may provide a certain amount 
of liquidity for local securities, but 
it may well be that we have gone too 
far in our attempts to secure liquidity 
for our various types of securities. 

The centralization of trading leads 
to greater economy in trading and 
from this point of view, the eliminstion n 


Chairman of the Securities and Exchange Comms 
sion, Boston, November 22, 1935. 
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a few of the larger exchanges 


i represent a more economical se- 
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effected on each of 25 exchanges located 
outside of New York City. 

The picture disclosed by these sta- 
tistics is not entirely accurate for the 
reason that the number of shares 
traded is not a good index to the im- 
portance of securities trading. The 
dollar values of shares traded would 
give a more accurate measure of the 
importance of the trading effected on 
each exchange. The average market 
value per share varies widely between 
exchanges, but the data on dollar 


TABLE I 
[RADING IN SHARES ON PRINcIPAL ExcHANGES LocaTED OuTsIDE oF NEw York City, ExpreEsseD 
IN PERCENTAGES OF THE TOTAL TRADING ON THESE EXCHANGES 


up I 


xchange 


k Exchange 
tock Exchange 
; Curb Exchange 


k Exchange 
k Exchange 
Stock Exchange 


roup II 


st 


1929 1930 1931 1932 193? 
8.73 7.81 11.23 16.96 16.47 


27.53 35-41 31.04 25.96 22.03 
‘43 4.66 4.91 5.06 3.89 
12.58 5.62 7.50 ..i7 7.3 
11.89 13.82 9.56 10.92 9.17 
10.15 9.87 9.31 5-75 10.40 
6.20 7.35 8.90 11.78 9.79 








82.21 84.94 82.45 81.60 78.88 
17.79 15.06 17.55 18.40 21.12 


100.00 100.00 100.00 100.00 100.00 


share statistics given in Hearings before the Committee on Interstate and Foreign Commerce, House of Representatwes, 


session, on H. R. 7852 and H. R. 8720, p. 264. 


( azo Board of Trade, Chicago Curb, Cincinnati, Cleveland, Detroit, Hartford, Louisville, Minneapolis-St. Pau 
gh, Richmond, St. Louis, San Francisco Curb, Seattle, Washington (D.C.). 
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volume of trading are not available. 
However, as an indication of the varia- 
tions in average value per share traded, 
data? for share and dollar volume for 
the months of April, May, and June, 
1935, have been taken for those ex- 
changes still in existence and registered 
and on which there were wide fluctua- 
tions in share volume during the period 
1929-1933. For five of the exchanges in 
Group I the average value per share 
was approximately $18. For seven 
smaller exchanges in Group II the 
average value per share was approxi- 
mately $13. These figures, of course, are 
2Data taken from monthly reports on exchange 
trading compiled by the Securities and Exchange 


Commission. 
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not conclusive, but they do throw some 
additional light on the importance of 
the trading on the various exchanges. 
The distribution of the total share 
trading effected on each group of ex- 


a gradually decreasing part of th 
total share trading. The division oj 
this trading between the two group 

° ° J pe 
shown in Table I varied but little, al. 
though there were wide Variations 


TABLE II 
Votume* or SHARE TRANSACTIONS ON 27 Excuances, Expressep IN PerceNtaGEs oF Tora. Trapinc, FOR 
THE PERIOD 1929-1933 


24 Exchanges f 

New York Produce Exchange 
New York Stock Exchange 
New York Curb Exchange 


1929 1930 1Q3L 1932 = 1933 
15.59 15.92 13.74 11.01 : 
0.95 0.84 1.05 0.84 23 
§8.66 65.33 71.52 77.71 77.13 
24.80 17.91 13.69 10.44 11.85 


100.00 100.00 100.00 100.00 I00.™ 


” 


— OO» 








* See first footnote in Table I for data for exchanges located outside of New York City; Reports of Presidents of the New York Stock Es. 
change and New York Curb Exchange for data regarding these exchanges; and for the New York Produce Exchange, Security Markr 


Twentieth Century Fund, 1935, p. 748. 
t See Table I for the list of exchanges included. 


TABLE III 
Vo._umMe* or TRANSACTIONS IN Par VALUE OF Bonps DURING THE PERIOD 1929-1933, EXPRESSED IN PERCENTAGES 
or TotaL TRADING 


23 Exchanges f 
New York Stock Exchange 
New York Curb Exchange 


* The New York Produce Exchange is not included. 


1929 1930 193 = 1932193 
1.38 1.81 1.10 0.65 0.32 

84.18 74.59 74.35 75.35 77.79 

14.44 23.60 24.55 24.00 21.8 





100.00 100.00 100.00 100.00 100. 


t Includes exchanges listed in Table 1. However, no bonds were listed on the Detroit, Hartford, and Salt Lake Stock Exchanges, and the 


Los Angeles Curb Exchange. 

changes, as given in Table I above, 
remained relatively stable with the 
exception of the year 1933. Most of 
the relative decline in Group I was 
due to the 43% increase* in share 
trading on the Chicago Board of Trade 
which is included in Group II. 

It is important to remember that the 
data given in Table I represent trading 
outside of New York City, and repre- 
sent only a relatively small part of 
total share volume. The second table 
shows the distribution of total share 
trading effected on the principal se- 
curities exchanges of the United States 
during the period 1929-1933. 

The fact is that during the period of 
1929-1933 the exchanges located out- 
side of New York City were securing 


3The increase in dollar volume was 49%. A sub- 
stantial part of this increased volume resulted from 
greater activity and higher prices in Armour “A” 
and “B,” Allied Mills Common, and Standard Oil of 


Indiana. 


among the individual exchanges. How- 
ever, the two groups of exchanges were 
each securing a relatively constant pro- 
portion of a decreasing part of total 
trading. As opposed to this, the New 
York Stock Exchange was gaining at 
the expense of the interior exchanges 
and of the New York Curb Exchange. 

The situation is somewhat different 
in the case of bonds than of shares. 
Bond trading is centralized in New 
York City to a far greater extent than 
is true of stocks. The total bond trac- 
ing (par value) on the principal ex 
changes located outside of New Yor 
City was, in 1929, $48,914,000, in 1930, 
$67,408,000, in 1931, $44,009,000, 11 
1932, $25,554,000, and in 1933, $13, 
781,000. Most of this volume was 


‘Data calculated from share statistics given in {ea 
ings before the Committee on Interstate and Fore 
Commerce, House of Representatives, 73d Congress 
2nd session, on H. R. 7852 and H. R. 8720, p. 2+ 
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vided among six exchanges. In 1933 
‘Ba timore, Boston, Chicago, New 
;, Philadelphia, and Washington 
Stock Exchanges accounted for 
‘rds of the total of $13,000,000. 
le IIL shows the distribution of 
| trading for the period 1929-1933. 
tal tradings on exchanges, when 
red in terms of shares and par 

cannot be added to show the 
. jmportance of exchanges. The 
t approach to this is to use data 

tomers served by and income 
by our various exchanges. 


TABLE IV 
MBE} or CustoMeRS TRADING ON STOCK 
XCHANGES DURING THE CALENDAR YEAR 1929 


Total Percentages 
Customers of Total 
vy York Stock Exchange 1,371,920 88.6 
vew York Curb Exchange 44,952 2.9 
7 r Exchanges f 131,835 8.5 
1,548,707 100.00 


Practices, Part 17, 73d Cong., 2nd session, 
hanges listed in Table I, with the exception 
k Exchange, and in addition the Boston 
ice, New York Mining, Richmond, San 

i Standard Stock Exchange of Spokane. 


minance of the New York City 

irk and particularly the New 
York Stock Exchange, is shown even 
re plainly in the figures for commis- 

ns and interest received by members 

t 29 exchanges (Table V). Of this total, 
» New York Curb Exchange received 
2.4%, the 27 other exchanges 2.3 %, and 
New York Stock Exchange 95.3%. 


Exchanges under the Securities 
l hange Act 


‘he mechanism provided by the 


securities Exchange Act of 1934 may 


be the factor which can check 
vement of security trading away 
e interior exchanges and to New 
Louisville, Philadelphia, and Reno 
» Boston Curb, New York Min- 

Produce Exchanges. 


Curb and Los Angeles Stock Exchanges, 
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York City. This act provides for the 
division of exchanges into two groups, 
registered and exempt. The preliminary 
work of examining exchanges has been 
nearly completed and the two groups 
of exchanges are now fairly well defined. 
At the time registration statements 
became operative, October 1, 1934, 
there were 24 registered exchanges and 
I2 exempt exchanges. These classifica- 
tions were only temporary and since 
that date some exchanges have ceased 
trading,® some have merged,’ and others 
have changed classifications.’ Following 
is the list of exchanges, registered and 
exempt, as of December 31, 1935. 


REGISTERED EXCHANGES 


Baltimore Stock Exchange 
Boston Stock Exchange 
Buffalo Stock Exchange 
Chicago Board of Trade 
Chicago Curb Association 
Chicago Stock Exchange 
Cincinnati Stock Exchange 
Cleveland Stock Exchange 
Denver Stock Exchange 
Detroit Stock Exchange 

Los Angeles Stock Exchange 
New Orleans Stock Exchange 
New York Curb Exchange 
New York Real Estate Securities Exchange 
New York Stock Exchange 
Philadelphia Stock Exchange 
Pittsburgh Stock Exchange 
St. Louis Stock Exchange 

Salt Lake Stock Exchange 
San Francisco Curb Exchange 
San Francisco Stock Exchange 
Standard Stock Exchange of Spokane 
Washington Stock Exchange 


Exempt EXCHANGES 


Colorado Springs Stock Exchange 
Honolulu Stock Exchange 

Manila Stock Exchange 

Milwaukee Grain and Stock Exchange 
Minneapolis-St. Paul Stock Exchange 
Richmond Stock Exchange 

San Francisco Mining Exchange 
Seattle Stock Exchange 

Wheeling Stock Exchange 


Seattle Mining and Seattle Stock Exchanges. 
7 Chicago Curb Exchange and Standard Stock Ex- 


change of Spokane, both changing from exempt 


classification to registered. 
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In order to become an exempt ex- 
change it is necessary for an applica- 
tion to be filed with the Commission. 
Exemption is granted where 


. in the opinion of the Commission, 
by reason of the limited volume of trans- 
actions effected on such exchange, it is 
not practicable and not necessary or 
appropriate in the public interest or for 
the protection of investors to require such 
registration.® 


An exchange can be exempted from 
certain provisions of the Securities Ex- 


Harvard Business Review 


unusual amount of interest focused oy 
exchanges, and the new legislation h;: 
been named as the cause for the decline 
in trading on our exchanges located 
outside of New York City. Figures haye 
been included which support the asser- 
tion that the centralization of securities 
trading in New York City was well 
under way before 1933. Since the pas. 
sage of the Securities Exchange Act of 
1934 this concentration of trading in 
New York City has, in fact, been 
slightly reduced. 


TABLE V 
Commissions* AND INTEREST RECEIVED By 29 Stock EXCHANGES IN THE PERIop JANUARY I, 1928-AuGust 3). 
1933, INCLUSIVE 


New York Stock Exchange 
New York Curb Exchange 
27 Other Exchangesf 


* Senate Report No. 1455, 73d Cong., 2nd Session, p. 6. 
t See second footnote, Table LV. 


change Act of 1934 provided it is (1) 
small, and (2) local in nature. It is the 
second qualification which prevents 
many of our exchanges from joining 
the exempt class. The list of registered 
exchanges includes all of the larger 
exchanges in the United States, but 
some of the larger exchanges are still 
very small when considered in terms of 
trading volume. Whether or not some 
of the registered exchanges are small 
enough to be exempt would depend on 
the opinion of the Commission, since 
no definite rule has been stated. How- 
ever, the fact that nationally distrib- 
uted securities are listed and traded 
on these exchanges gives such exchanges 
more than local importance and this 
characteristic prevents them from being 
classified as exempt exchanges. 

Since the Senate Committee’s in- 


vestigations into exchange practices, 
made in 1933-1934, there has been an 
® Section § (2) of the Securities Exchange Act of 1934. 





Commissions Interest Total 

$1,561 649,477 $320,040,673 $1,881,690, 150 
46,029,588 1,358,731 47 , 388,319 
41,989,626 4,054, 568 46,044,194 

$1, 649,668,691 $325,453,972 $1,975, 122,663 


There are some aspects of the Securi- 
ties Exchange Act of 1934 and of the 
requirements formulated by the Com- 
mission which do tend to discourage 
trading on our smaller exchanges and to 
favor our larger organized markets. The 
Securities and Exchange Commission 
has established rules with minimum 
severity for all registered exchanges 
This is true of the rules regulating tra¢- 
ing and the listing of securities. One of 
the selling points available to the 
smaller and weaker exchanges, prior t 
1934, was the fact that their trading 
and listing requirements were ess 
stringent than corresponding require- 
ments of the larger exchanges. Perhaps 
the greatest variations among regul2- 


tions of different exchanges were foun¢ 
in the listing requirements. Some of the 
smaller exchanges had very lax stan¢- 
ards while at the other extreme wet 
such exchanges as the New rk, 
Chicago, and San Francisco Stock Ex- 











La 


which maintained fairly com- 
lations. 

culations of the Securities and 

ve Commission apply equally to 


‘istered exchanges. This does not 


there will be no variations 


+ 
AL 


ng and listing regulations, but it 


that all regulations will be 
as severe as the requirements 
-d by the Commission. The re- 
is new condition is that the 


il 


rined 


nies applying for listing privi- 
t 


ind that they need to supply 
the same information to any 


nge on which they might wish to 
‘here is little reason today for 
nies refusing to list on the larger 


es because of the information to 


plied and then listing on smaller 


\lmost the same informa- 
| be required in each case, and 
loss of these differential ad- 


tages the smaller exchanges have 


s listings. 
rgest loss in listings occurred 


fall of 1934, when companies 


sked to apply for a continuation 


ngs under the Securities Ex- 
\ct of 1934. 
few industries decided that the 


in exchange market was not 


st of disclosure. 


e enterprises which refused to con- 


listings, to the Commission’s 
ere chiefly businesses which had 


yn the smaller exchanges.® 
r factor which has had some 
n the shift to the New York 
hange is the fact that this 
is now listing smaller issues 
previously the case.?° 


ints enumerated above which 
in loss of volume 


to our 
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smaller exchanges are all traceable, 
directly or indirectly, to the Securities 
Exchange Act of 1934. This, however, 
does not explain the rapid drift of busi- 
ness away from the interior exchanges 
to New York City before 1934. The 
reasons for this shift would seem to lie 
in the make-up of the exchanges them- 
selves. The smaller exchanges in the 
United States, and particularly those 
more recently formed, have been organ- 
ized along lines similar to the large 
exchanges; the result is that such ex- 
changes are not so well adapted to meet 
the needs of local markets as might be 
possible. The Securities and Exchange 
Commission may be able to recommend 
types of organizations better suited to 
particular communities. 

The many factors operating to dis- 
courage companies from listing have 


TABLE VI 


New Listings Withdrawals, 
October 7, October J, 
1934 to 1934 to 
December 31, December 31, 
TO35 1935 

Buffalo Stock Exchange O 42 
Chicago Stock Ex- 

change 45 1S 
Cleveland Stock Ex- 

change 4 54 
Detroit Stock Exchange 
Los Angeles Stock Ex- 

change I 16 
New York Curb Ex- 

change 19 104 
Philadelphia Stock Ex 

change 4 17 
Pittsburgh Stock Ex- 

change 6 28 
San Francisco Stock 

Exchange IS 16 
Washington Stock Ex- 

change 6 


resulted in relatively heavy withdrawals 
since October 1, 1934. Complete in- 
formation is not available, but figures 










certificates for 
Shoe 


f } 1 ~ rf 
10 An example is the 1 trust 
149,977 shares of common stock of the Comp: 


Machinery Corporation. 
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for 10 exchanges (Table VI) give some _ basis (par values) this percentage wa; in 
indication of the importance of the reduced from 0.32% in 1933 to 0.19°7 sal 
movement of companies away from in the third quarter of 1935. Following | see 
exchanges. are figures for the two large New York, I 
Figures are not available as to new City markets, and for all other regis. p §=sesha 
listings and withdrawals for the New _ tered exchanges, as regards bond trad. con 
York Stock Exchange, but there was ing (Table VII). S tr 
a net decrease of total listings of 61 The New York Stock Exchange and 
during the period from October 1, 1934, | the New York Curb Exchange are . 
through December 31, 1935. dividing between them an increasing To 
Concentration of Trading: SEC Data Gogo eee 7 ae ; 
One of the important accomplish- Stock Exchange is, on the whole, re- oe 
ments of the Securities and Exchange ceiving a smaller part of the increase jp 18 ( 


TABLE VII 
Votume* or Bonp TRApDING ON REGISTERED EXCHANGES, ExpRESSED IN PERCENTAGES OF TOTAL Trapiy 
DURING THE Pertop oF OcTOBER I, 1934-SEPTEMBER 30, 1935 
New York Stock Exchange New York Curb Exchange 16 Other Exchanges+ 


Market Par Market Par Market 








Par Tne 
Vol 

October to December 1934 80.91 78.13 18.89 21.59 0.20 9.28 
January to March 1935 76.50 74.29 $4.43 25.47 0.17 >. 24 
April to June 1935 74.24 71.87 27.61 27.91 0.17 22 
July to September 1935 75.38 . 74.97 24-45 _ 25.44 9.17 .19 Boat 
* Data calculated from monthly reports on exchange trading compiled by the Securities and Exchange Commission. ‘ 
t See list of registered exchanges as of December 31, 1935. The following exchanges are not included: Denver, Detroit, and Salt Lake § Ci 
Exchanges, which do not list bonds; the Chicago Curb Association and Standard Stock Exchange, both of which were registered ¢ \ Det 
fourth quarter of 1935; the New York Real Estate Securities Exchange, because of lack of volume: and the Cleveland Stock Exchang ] 


which lists passbooks but had no bond trading. Phil 


Commission is the accumulation and New York City trading than is 
publication of statistics regarding stock | New York Curb Exchange. 
exchanges. For the first time we are The degree of centralization of stock 
; ‘ : t : ; , ue : C 
provided with trading volume for all trading in New York City is not s 
registered exchanges in terms of shares pronounced as in the case of bonds. 


and par value and in dollars. The data Measuring the percentage of total trad- 
given for the years 1929-1933 are, ingin terms of shares,'! the two leading New 
necessarily, in terms of shares and par New York City markets, in 1933, ac- 
values and for that reason are not counted for 89%. Of this total the New “Es 
accurate indices of the importance of | York Stock Exchange effected 77.13% 1 Bal 
exchanges. However, this fact need not and the New York Curb Exchange - 
detract from the conclusions drawn 11.87% of the total trading. hat 
since the percentages of volume in dol- During the first nine months under sta 
lars would, in most cases, be smaller for the Securities Exchange Act, the tw: an 
the interior exchanges than are the’ chief New York City markets ac- tot 
percentages of shares and par values. counted for only 83% of the total share int 
The low point of bond trading for trading, and during the third quarte! the 
interior exchanges, during the period of 1935 this percentage increased | che 
of 1929-1933, was reached in 1933 when 89.6%. But when the total share trad- val 
these interior exchanges accounted for ing on registered exchanges is measure¢ Bo 


0.32% of the total trading. On the same "See Table II. 
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s. a much greater degree of Chicago Stock Exchange, which in- 

tion in New York City is creased from 0.88% to 1.12% of the 
total dollar trading in shares. 

apparent that, in the case of The total trading in stocks and bonds, 

ere has not been so great a in dollars, expresses the relative impor- 

n in New York City as is tance of our various registered ex- 

ds. The interior exchanges changes. Table IX shows the total dol- 


TABLE VIII 
SHARE TRADING (1n DoLLARS) ON 20 REGISTERED EXCHANGES, EXPRESSED IN PERCENTAGES OF 
sR VOLUME OF SHARE TRADING, DURING THE PERIOD OcTOBER I, 1934-SEPTEMBER 30, 1935 


October- January- A pril- July 
December 1934 March1935 Juner1g35 September 1935 
Exchange 87.87 86.49 85.59 87.22 
Exchange 6.73 7.60 8.79 7.65 
res T 5.40 5-91 5.62 5.89 
100. Of 100.00 100.0 I 
thly reports of exchange trading, compiled by the Securities and Exchange Commission. and net after deducting 
e Buffalo Stock Exchange and in rights on the New York Stock and New York Curb Exchanges 
eal Estate Securities Exchange and the newly registered Chicago Curb Association and Standard Stock Exchange 


TABLE IX 
TRADING IN Bonps ANpD Stocks,* ExprESSED IN PERCENTAGES OF TOTAL DoLLar VOLUME, 
DURING THE PERIOD OcTOBER I, 1934-SEPTEMBER 30, 1935 


September- January- April July 
December 1934 Marchig375 June1g;75 September 1935 
Kk xchange I.SI 1.43 1.14 99 
x ange 64 69 86 93 
Exchange 23 22 .29 36 
Exchange ¥ | 30 39 37 
k Exchange 44 4 45 52 
Stock Exchange 42 47 67 56 
4 49 4 Si 3 83 3.73 
nges Located Outside of New York 
45 49 §2 $3 
3.94 4 4.35 4.20 
Exchang I .03 
Exchange 10.11 12.84 .2 10.59 
excl ge 85.85 83.13 82.45 85.15 
100.00 100.00 I ) I 


hts, warrants, and passbooks 
Chicago Board, Cincinnati, Cleveland, Denver, New Orleans, Pittsburgh, St. Louis, Salt Lake, San Francisco Curb 


k Exchanges 

tedasmall but relatively con- _lar tradings (expressed in percentages) 
of the total share trading, of 21 of our registered exchanges for one 
idition, this proportion of the year under the administration of the 

been divided among the Securities and Exchange Commission. 
‘changes in approximately The slight gain shown for the ex- 
proportions. The important changes located outside of New York 
the relative positions of the City includes a decreasing percentage 
interior exchanges were (1) the of bond sales the total of which has 
k Exchange,which dropped _ remained relatively stable during this 


9% to 1.20%, and (2) the _ period and a relatively constant pro- 
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portion of share trading, which has in- 
creased by 88% during this period. 

The exchanges named in Table 1X 
and located outside of New York City 
are those having sales of ten million 
to fifty million dollars per quarter. 
There has been a slight increase in the 
volume of this group. The group of 
exchanges losing the greatest percent- 
age of trading was that composed of 
exchanges transacting less than one 
million dollars of sales per quarter. This 
group includes the Buffalo, Denver, 
New Orleans, St. Louis, Salt Lake, and 
Washington Stock Exchanges and Chi- 
cago Board of Trade. The percentages 
of the total sales executed on these 
exchanges for the four quarters were 
0.11%, 0.09%, 0.10%, and 0.07%. The 
exchanges intermediate between the 
two groups mentioned, with sales of 
one million to ten million per quarter, 
showed the largest increase. This group 
includes the Baltimore, Cincinnati, 
Cleveland, and Pittsburgh Stock Ex- 
changes and the San Francisco Curb 
Exchange. The percentages of total 
tradings were 0.33%, 0.40%, 0.42%, 
and 0.46%. 

The composite picture of bond and 
stock sales indicates that while the 
concentration of total trading in New 
York City is not increasing, there is a 
very high degree of centralization of 
trading in New York City. Percentages 
have been used throughout this discus- 
sion in the belief that they give a 
clearer picture of the subject. The dollar 
values of trading during the October 1, 
1934-September 30, 1935, period may 
indicate more clearly the extent to 
which the two great New York City 
exchanges dominate the securities mar- 
kets of the United States. During this 
year, all registered exchanges located 
outside of New York City effected 
transactions with a dollar value of 634 





million. The dollar figures, during the 
same period, were, for the New York 
Curb Exchange, 1,758 million, and {o; 
the New York Stock Exchange, 12,718 
million. 


Position of the Small Exchanges 


If we are to retain our interior ex. 
changes as a permanent part of ou; 
securities Organization, some method 
must be found which will make listing 
on these exchanges attractive to com- 
panies issuing and listing securities. The 
logical reaction of most corporations to 
the rules of the Securities and Exchange 
Commission should be to favor listings 
on a few of our larger exchanges in pref- 
erence to our smaller exchanges. This 
does not mean that all listings should 
go to the New York markets since we 
have several interior exchanges of sufli- 
cient size and importance to be attrac- 
tive to corporations offering securities 
for listing. However, with the exception 
of the two leading New York City 
markets and at most six of our interior 
exchanges, the uniform regulations of 
the Securities and Exchange Commis- 
sion may tend to cause a decrease in 
listed securities and loss of trading 
volume for our interior exchanges. 

The uniform regulation of all our 
registered exchanges is perhaps the 
easiest method of solving the problem 
of disposing of our unneeded exchanges. 
However, this method may result in 
a reduction of the number of our 
smaller exchanges—an outcome which 
is counter to the wishes of the Commis- 
sion. On the other hand, this is a fair 
test of the usefulness of exchanges. I! 
many of our exchanges cannot exist in 
competition with other exchanges on 
a common basis, then either the ex- 
changes should be liquidated as un- 
needed or the Commission shoul¢ 
recommend changes of organization 
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ild enlarge the sphere of 
of such exchanges. 

\+ present, most, if not all, of our 

interior exchanges are trading 

irities with more than local dis- 

A solution of the small 

ze problem would be much 

were this not the case, since 

d pt class to operate in local se- 

ng ities. However, many of our ex- 

ire very small, render useful 

es to their communities through 

viding organized markets for local 

ties, yet are not exempt. It is 

| if the listing of a large, widely 

ited issue on such exchanges 

ch to the prestige of the 

rit} to the ease of selling se- 

ties. Such listings do complicate 

tions of exchanges of this kind, 

a result they are neither large 

‘changes dealing in widely distributed 

irities nor local exchanges with 

| interests and influence. These ex- 

; cannot do much toward check- 

oncentration of trading in New 

Their function as a market 

irities locally held but of wide 

ition is not of great importance. 

maller exchanges are not or- 
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ganized to deal effectively as local 
markets, and the reasons which appear 
to keep them from being organized 
as local markets do not seem very 
significant. 

If there is a definite need to check the 
concentration of trading in New York 
City, emphasis should be placed on a 
relatively small number of our larger 
interior exchanges, such as the Boston, 
Chicago, Detroit, Philadelphia, and 
San Francisco Stock Exchanges. Most 
of these larger exchanges, and this is 
particularly true of the Chicago and 
San Francisco Stock Exchanges, will 
not suffer to any great extent through 
the establishment of uniform trading 
and listing requirements. These ex- 
changes are of sufficient size and im- 
portance to offer strong competition 
for the two leading New York City 
markets, and their influence is more 
than local. Exchanges in this class can 
operate easily under the minimum rules 
of the Commission while it is doubtful 
if the smaller interior exchanges can. 
This, however, is not a weakness of the 
system of uniform requirements as 
formulated by the Commission, but 
an indication that we have too many 
exchanges as now organized. 











A MONEY MEASURE OF MAGAZINE READER 
INTEREST 


BY WADSWORTH H. MULLEN 


N recent years the advertising busi- 
ness has paid increasing attention 
to the possibility of subjectively 

measuring magazine reader interest. 
There has been an increased specializa- 
tion of magazines, on the one hand; and 
on the part of publications covering 
the most successful magazine fields, 
an intensified competition has led to- 
ward a standardization of editorial con- 
tent. Advertising success, therefore, 
depends more and more upon accu- 
rately gauging the interest and inten- 
sity with which magazines are read by 
their readers. 

It is probable that the space buyer’s 
most valuable tool in measuring this 
reader interest is an intensive analysis 
of editorial content. Much can be dis- 
covered of the character of a maga- 
zine’s readership by a scrutiny of the 
fiction, an appraisal of the caliber of 
the authors, the types of articles pub- 
lished, and the fields covered by special 
features. But there are definite limita- 
tions to the value of such an editorial 
analysis. Foremost is the subjective 
bias which is usually present. It is dif- 
ficult for the advertiser to dissociate 
himself from his personal likes and dis- 
likes, to realize that a magazine inter- 
esting to him may be less appealing to 
his prospective customers. But even a 
dispassionate approach cannot insure 
that the space buyer’s technical knowl- 
edge will enable him to apprize maga- 
zine values with any great accuracy. 
For instance, it is difficult for the aver- 
age man to say which women’s maga- 


1 Because these weekly magazines are issued at differ- 
ent days during the week, there was an important 
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zine has the most useful and helpfy| 
cooking articles, the most modern 
styles, or even the most appealing fic. 
tion. Or which farm magazine best 
combines cultural material with the 
soundest technical advice. 


Various Approaches to the Problem 


In recognition of these difficulties, g 
number of new approaches have been 
made to the problem. Dr. George Gal- 
lup, who early developed means for the 
subjective measurement of reader in- 
terest, has applied to magazines a tech- 
nique developed in measuring the 
readership of various newspaper fea- 
tures. In the survey conducted for Lib- 
erty, investigators armed with current 
copies of the four leading weekly maga- 
zines called upon approximately 15,000 
homes, securing interviews with 2,911 
individuals. Persons interviewed were 
led page by page through the maga- 
zines they claimed to have read, and 
were asked specifically whether they 
had read each individual story or arti- 
cle. Notwithstanding certain technical 
defects of the survey, inescapable in 
part,! it is probable that a compara- 
tively accurate picture was obtained of 
the degree of readership of each of the 
weekly magazines surveyed. But the 
Gallup method still offers no approach 
to a qualitative measurement of the in- 
tensity of readership, to the relative 
interest with which different magazines 
are read. 

The surveys currently conducted by 
Dr. Daniel Starch are a still more 


variance in the amount of time available for reading 
each publication. 
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cauge of reader interest. These 
tions are primarily studies of 


iV/ibs 


tisement effectiveness. Every six 
5. interviews are secured with 
ximately 70,000 readers of the 
irteen leading magazines. Persons in- 
‘ewed are asked which of these 
ines they have read, are asked 
luce them (if the interview is 
ted in the home), and then “the 
rity of the person interviewed 
the contents of the magazine 
ly establishes whether or not 
agazine has been read.” While 
a more complete test of ad- 
sement readership than the Gal- 
rveys, the Starch method gives 
s conclusive results on our ma- 
blem, that of measuring reader 
"ime Magazine stands sponsor forone 
,ost unusual surveys of maga- 
readership which has been made. 
itors were sent out a few days 
e issue date of 71me to secure 
rivate homes “used” copies of 
razine. The 532 copies obtained 
jected to a finger-print test. 
ints which were found were nu- 
enough (216,943 prints in all), 
cattered through the issues 
ficient extent to prove inferen- 
1 very complete readership of the 
Time has also made use of 
information tests, printed in 
igazine itself, where, by the na- 
the questions, a high-score was 
inferential proof of a complete 
ership of the magazine. 
\ further supplementary check in de- 
ning readership consists of coupon 
or replies to keyed advertise- 
. Here again, however, there are 


over a news-stand are generally re- 

ers and agents as the most desirable 
lation; such sales are voluntary pur- 
y no consideration other than the 
rchaser to read the magazine. The pos- 





3/* 


so many variables that direct compari- 
son of one publication with another is 
difficult. Size of space, position, suita- 
bility of an advertisement to its edi- 
torial content—all these factors play a 
part in determining reader response. 

In view of the difficulties and pitfalls 
involved in editorial analyses, or in 
analysis of coupon response, and in con- 
sideration of the somewhat inconclu- 
sive and incomplete results of those 
reader interest surveys which are avail- 
able, advertisers and space buyers have 
tended to rely chiefly upon gross circu- 
lation totals as their barometer of 
reader interest. 

Certain drawbacks are apparent, 
however, to the use of simple circula- 
tion averages for this purpose. A maga- 
zine’s total circulation may remain 
constant, but a decreased news-stand 
sale can be counterbalanced by an in- 
creased subscription circulation.” More- 
over, circulation totals do not take in- 
to account differences in unit sales price; 
it is possible that a two-million cir- 
culation total for a 25-cent magazine 
is indicative of a higher degree of reader 
interest than the same circulation total 
for a 10-cent publication. Frequency of 
issue is still another variable; does a 
weekly magazine with an annual sale 
of 104 million units of its product gen- 
erate a greater interest in its readership 
than a monthly with an annual sale of 
24 million units, although both reach 
the same number of people? 


Single-copy Purchases as a Measure 


A little used gauge of reader interest, 
which is of value at least in serving as 
a check upon the other measures enu- 
merated above, is the amount of money 
sibility that subscription circulation may be enlarged 
by the use of forced selling methods or sympathy pleas 
causes advertisers to view with distrust any large- 
scale or long-continued replacement of single-copy 
sales by subscriptions. 
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spent in the course of a year by single- 
copy purchasers of various magazines. 
Such a measuring rod affords some 


metropolitan centers and an emotiona| 
rather than an intellectual editoria| ap- 
peal are further advantages in boosting 











basis of comparison—although by no _ single-copy sales. A large size also fa. ety 
means an ideal one—for magazines dif- _ vors news-stand display; and of course me 
fering both in price per copy and in many of the same advertising and pro- < 
frequency of issuance. With subscrip- motional efforts which are used jn jp. a 
tion circulation ruled out,* the money _ creasing the sale of any trade-marked Eve 
spent in these voluntary single-copy merchandise of low unit sales price are as 
purchases may be relied upontogivean —_ equally effective in stimulating single. kta 
. . - nis 
accurate reflection of the changes in a __ copy sales. To repeat, therefore, this A 
magazine’s standing with its readers money measure is useful chiefly in the a 
. ; ° ‘ - ie 
over a period of time. analysis of single magazines or groups a 
TABLE I dju 
Sincie-copy Sates or A. B. C. MemBERs volu 
(In thousands of dollars) ads 
Circulation Volume , 
Adjusted for Changes IQ 
in Total Retail Sale; tan 
All Volume (1929 = 100) ulg 
News-stand Sales Boy Sales Total Retail “at 
“ ~ Sales Total ma 
(1929 (1929 (7929 (7929 ~=—© News- Single. ene 
- - - = stand Boy copy the 
(dollars) 100) (dollars) z00) (dollars) 700) z00) Sales Sales Sales tion 
1929 $67,042 100 $7,061 100 $74,103 100 100 100 100 100 ; - 
1930 66,019 98 8,236 117 74,255 100 93 105 126 100 Bi 
1931 59,459 89 9,137 129 68 , 596 93 84 106 $4 II iti 
1932 49,768 74 9,129 129 58,897 80 54 137 229148 \ 
1933 43,461 65 9,367 133 52,828 71 51 127 261 139 fa 
1934 44,800 67 9,713 138 54,513 74 60 112 230 123 caus 
1935 45,976 69 9,296 132 55,272 75 63 110 210g tere: 


In the use of such a measure, how- 
ever, in a qualitative comparison of one 
publication with another, or of the be- 
havior of different groups of magazines 
over a period of time, certain qualifica- 
tions must be borne in mind. Numerous 
factors other than reader interest alone 
determine the size of a publication’s 
single-copy sale. Frequency of issuance 
and unit price are two of these many 
factors; a 5-cent weekly finds news- 
stand sale considerably easier to obtain 
than a 25-cent monthly. A large sale in 


3 This method of computing the dollar volume of sales 
(multiplication of the units sold by price per unit) can- 
not be applied to subscription circulation with any de- 
gree of accuracy. Subscriptions for varying periods of 
time are sold at different prices; two or more maga- 
zines are frequently sold at combination rates. 





of magazines over a period of time, or 
as a check upon other efforts to meter 
reader interest. 

To illustrate, the dollar volume of 
single-copy circulation sales has been 
computed for the period 1929 to 1935, 
for all magazines which were members 
of the Audit Bureau of Circulations at 
any time during this period.‘ Nearly 
three hundred magazines were included 
in the analysis. 

Table I pictures the history of sin- 
gle copy sales of these publications 


« Where magazines were not A.B.C. members throug!- 
out the seven-year period, their circulation totals were 
secured from the Standard Rate & Data Service an¢ 
from Ayer’s Directory, or estimates of their single 
copy sales were made. 
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in comparison with total 
News-stand and boy sales 
separately; this tabulation 
depression-born tendency to 
e latter type of more eas- 
circulation for the some- 
luntary news-stand sales. 
s-stand sales, however, show 
less of a decrease during 
n-year period than do total re- 
although the failure of both 


1933 low is noticeable. After 
for changes in the total 
retail sales, the index of 

y sales shows an advance of 

1929, with news-stand sales 
10% over the base period. The 

he adjusted curve during 
years of the depression may 
substitution of magazines for 

expensive forms of recrea- 
ntertainment. 

Purchases by Classes 

er breakdown of these sales 
magazine groups is of in- 

th from the advertising and 
iological standpoint. These 

lred magazines have been 
nto thirty groups on the basis 
litorial appeal. Of course no 


t 


-fast grouping on this basis is 
. Many magazines, particularly 
large circulations, cover a wide 
{ interests to broaden their cir- 
ppeals. Moreover, editors try 
inique editorial formulae to 
magazines apart from similar 
, and to obtain the advan- 
exclusive reader loyalty. 

f these considerations, ad- 
ognize the validity of cer- 
ings in the magazine field, 
ine lists are usually formu- 
basis of securing a maxi- 


Census of Distribution for 1929 and 


nates lor other years. 
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mum advertising coverage through the 
use of different magazine types. 

These thirty sub-groups have been 
combined into three broad magazine 
classifications: 


1. Mass circulation magazines with a 
large advertising revenue (Saturday Even- 
ing Post, Collier's, Woman’s Home Compan- 
ton, Good Housekeeping, Ladies’ Home 
Journal, The American Magazine, Cosmo- 
politan, Time, etc.). 

2. Mass circulation magazines with a less 
important advertising volume (confession 
magazines; pulp magazines of the detective 
story, wild west type, motion picture and 
radio magazines, mail order publications, 
etc.). 

3. Class magazines and limited special 
interest publications, many of which carry 
an important advertising volume in propor- 
tion to their limited circulation totals (New 
Yorker, Atlantic Monthly, Vogue, Vanity 
Fair, Fortune, Life, National Geographic, 
golfing, yachting, hunting, and fishing mag- 
azines, etc.). 


Table II shows the amount of money 
spent in 1929 and 1935 on single-copy 
purchases of magazines for each of the 
sub-groups as well as the three major 
classifications outlined above. The ad- 
vertising leaders constituting Group | 
in this tabulation are seen to have had 
the best record since 1929, with a de- 
cline of 20.74% in dollar volume of 
single-copy sales. Next come the mass 
circulation publications of secondary 
advertising importance, with a drop of 
23.20% in spite of an increase reg- 
istered by 
unusually small 
the motion picture group. Suffering the 


radio magazines, and the 
decline shown’ by 
greatest decrease were the class and 
publications, such 


““special interest” 
as hobby magazines, with a decline of 
nearly 43% in the seven-year period. 
Perhaps the most surprising feature 
of this tabulation, however, is the fact 
that more money is spent for the mass 
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circulation magazines of the second price of 15 cents to 25 cents for the 
group, composed chiefly of the pulp pulps and confession magazines. A sec. 











paper and confession publications, than _—_ond explanation lies in the differing size ee 
ap 
TABLE II = 
Sincie-copy Sates sy Macazine Groups i 
1929-1935 he 
I. Mass Circulation Magazines of Advertising Importance if 
Percentage cert 
— 1935 1929 of Change for 
General Weeklies $12,917,849 $13,610,873 — 5 o = 
General Women’s 517291314 = 7,437,215 — 22.95 [J pric 
General Monthlies 3,514,701 7,213,877 — 51.28 pres 
Weekly News Magazines 1,146,728 1,147,380 — o.06 ; mas 
Total, Group I $23,308,592 $29,409,345 — 20 1" ® sary 
Il. Mass Circulation Magazines of Secondary Advertising Importance - 25°C 
Men’s Fiction (Pulp) $10,714,740 $14,160,682 — 24 3; a R ve 
Confession 6,684,010 9,990,063 — 33.09 a vac 
Motion Picture 3,992,773 4,567,695 9 — 12.59 ai 
Radio 1,372,391 1,002,327 + 36.92 [My spen 
Small Town General and Mail Order 1,274,047 876,127 + 45.42 5 time 
Pattern Magazines 678,766 1,173,937 — 42.18 £ ry 
Women’s Fiction 304,273 559,030 = 45.57 of tl 
Small Town Women 55,784 321,816 — 82.67 ; sales 
Total, Group II $25,076,784 $32,651,677 — 23.2 ; \ 
III. Class and Special Interest Magazines since 
Sophistication $ 1,874,168 $ 699,788 +167.8 sub-¢ 
Science 1,319,335 2,256,383 — 41.5: value 
Shelter and Home Building 649,969 745,737 — 12.84 5 . 
Outing, Hunting, and Fishing 471,872 641,361 — 26.4 appr. 
Cultural 430,276 1,352,443 — 68.19 Amo. 
Religious 376,144 468,936 — 19.79 maga 
Women’s Special Interest 338,235 580,362 — 41.72 ee 
Miscellaneous Sports 308 ,g12 400,080 — 22.79 siliaarne 
Juvenile 251,220 775,583 — 67.61 1 ticuls 
Health and Physical Culture 207,751 468,885 — 55.6% large 
Humor 161,497 1,145,845 — 85.92 énalan 
Travel 117,261 264,824 — 55.72 ee 
Special Interests, Miscellaneous 115,331 553,402 — 79.1 as L i] 
Business 97,272 416,488 — 76.65 educa 
Army and Navy, Ex-service 55,278 50,067. + 10.4! clined 
Parent-teacher 25,878 15,875 + 63.01 ; 
Sectional Magazines 12,142 32,916 — 63.11 teach 
All Others 745543 1,172,610 — 93.64 popul 
Total, Group III $ 6,887,084 $12,041,585 — #24 & : a 
COO 
Grand Total, All Groups $55,272,460 $74,102,607 — 25.4! tec 
Class 


is spent for the mass circulation adver- _ of the economic and cultural levels t 
tising leaders in Group I, which spend _ which the two magazine groups appe:. ‘Only 0 
millions of dollars annually for the best = Probably not more than eight million FR since 1g: 
editorial content and art work procur- of the nation’s thirty million families 

able. A partial explanation is the lower read one or more of those magazines 

unit price charged by most of the ad- which have been included in the fr! 
vertising leaders; a majority of the group of advertising leaders, whit 
Class I magazines sell for 5 cents or 10 twenty million families own radios, 
cents a copy, against the prevailing and weekly motion picture attendance 
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I 


eighty millions. Mass circu- 
.vazines in the second group, 
> to lower and therefore wider 
| strata, have a considerably 
potential readership. 
ild also be remembered that 
the decrease in money spent 
II magazines results from 
put into effect during the de- 
6 One of the leading confession 
for example, found it neces- 
luce its price per copy from 
15 cents in order to stem its 
ilation losses. Only by deter- 
actual amount of money 
1 magazine over a period of 


n there be an accurate appraisal 


t of price reductions upon 


me 
1I1iC. 


ser examination of the behavior 


29 of some of the individual 
os shown in Table II shows the 
his new money measure in 
shifts in reader interest. 
class and special interest 


zines (Group III) the growth of 


sophisticated magazines, par- 
the New Yorker, explains in 
ire the decline in the more 
humorous magazines, such 

| Judge. With new methods of 
juvenile magazines have de- 
importance while parent- 
igazines have shown a gain in 
Women’s special interest 
magazines devoted to 
shions, women in business, 

| pattern magazines (shown in 
have found their specialized 


I publication has reduced its price 
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fields usurped more and more by the 
general women’s publications in Group 
I. With ever-increasing bonus agita- 
tion, army and navy and ex-service 
magazines have strengthened their po- 
sition. Cultural magazines find more 
and more of their subject matter cov- 
ered by weekly news magazines or gen- 
eral weeklies on the one hand, by other 
sources of information, such as the 
newspapers with their special commen- 
tators, on the other hand. General 
monthlies (Group I) have labored un- 
der the handicap of a high unit sales 
price (25 cents) and increased compe- 
tition from the general weeklies. 

These shifts and changes in reader in- 
terest illustrate two tendencies ever- 
present in the magazine field. First is 
the propensity for new magazines to 
start up in fields inadequately covered 
by established publications; frequently 
these new magazines, inserting a wedge 
between two established fields, derive 
readers from each, finally broaden out 
to absorb older publications less alert 
to new trends. The second broad tend- 
ency is for general publications (mass 
circulation magazines) to cover more 
and more of the specialized interests of 
their readers, thereby cutting the 
ground from under special interest and 
hobby publications. 


Under such conditions of flux, an ac- 
curate appraisal of reader interest in 
various magazine fields is essential to 
the advertiser. The amount of money 
spent in single-copy sales affords a val- 
uable check on methods of 
measurement. 


| 
otner 








RECENT BOOKS ON MARKETING 


BY EDMUND P. LEARNED 


OR many years descriptive books 

on marketing have dominated in 

the annual lists of publications, 
and the year 1935 was not an exception. 
As long as the new descriptive books fill 
holes in the literature, they should be 
welcomed, even if in the first editions 
they are not wholly satisfactory. Only 
when the new books become essentially 
rehashes of old material may it be 
suggested that progress has stopped. 
Even then, one will probably have to 
admit that purchasers may wish to buy 
the product under different brand 
names and in a variety of packages. A 
survey of the books published during 
the last year shows that the year 1935 
was one of progress for marketing 
literature. 

The books or pamphlets which are 
within the scope of this review, in the 
order in which they will be considered, 
are as follows: Cotton Goes to Market! by 
Allston H. Garside, Fundamentals of 
Industrial Marketing? by Robert F. 
Elder, Marketing of Industrial Equip- 
ment® by Bernard Lester, Elements of 
Marketing* by Paul D. Converse, The 
Principles of Marketing® by Henry F. 
Holtzclaw, Marketing of Manufactured 
1 Garside, Allston Hill, Cotton Goes to Market. New 
York: Frederick A. Stokes Company, 1935. 410 pp. 
Seder, Robert F., Fundamentals of Industrial Mar- 
keting. New York: McGraw-Hill Book Company, Inc., 
1935. 317 pp. $3.00. 

8 Lester, Bernard, Marketing of Industrial Equipment. 
New York: McGraw-Hill Book Company, Inc., 1935. 
307 pp. $3.50. 

* Converse, Paul D., Elements of Marketing. Revised 
edition. New York: Prentice-Hall, Inc., 1935. 985 pp. 
of text, 90 pp. of problems. $4.00. 

5 Holtzclaw, Henry F., The Principles of Marketing. 
New York: Thomas Y. Crowell Company, 1935. 694 
ett Newel Howland, Marketing of Manufac- 
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Goods* by Newel H. Comish, bulletip; 
of the Bureau of Foreign and Domesti- 
Commerce on Consumer Use of Selecte) 
Goods and Services, by Income Class»; 
for seven American cities,’ and ]f,,. 
chandtsing for Banks, Trust Companie;. 
and Investment Houses* by L. Douglas 
Meredith. 

Cotton Goes to Market by Mr. Garside. 
economist of the New York Cotton 
Exchange, was written for persons only 
indirectly interested in the cotton trade 
who desire a thorough understanding 
of how the leading cash crop of the 
United States is sold. The author gives 
a thorough description of making the 
crop, the qualities of cotton, the class- 
ing of cotton, and spot and future 
markets both in the United States and 
in foreign countries. Seven chapters on 
the problems of ‘The Shipper” are 
excellent accounts of the operating 
problems of such firms. Chapters on the 
cooperatives, the manufacturer, the 
foreign importer, and the speculator 
complete the account of the interested 
parties in the cotton market. Since the 
author was writing for the layman, he 
was particularly careful to define tech- 
nical terms adequately and simply. His 
tured Goods. Boston: The Stratford Company, 1935. 
282 pp. $3.00. 
7U. S. Department of Commerce, Bureau of Foreig 
and Domestic Commerce, Consumer Use of Seveciti 
Goods and Services, by Income Classes by Ada Lillias 
Bush. 10 cents each. Market Research Series Number: 

5.1 Austin, Texas. 

5.2 Portland, Maine. 

5.3 Fargo, North Dakota. 

5.4 Columbia, South Carolina. 

5.5 Salt Lake City, Utah. 

5.6 Trenton, New Jersey. 

5.7 San Diego, California. 

8 Meredith, L. Douglas, Merchandising for Bart 


Trust Companies, and Investment Houses. Cambricet 
Bankers Publishing Company, 1935. 382 pp: #5. 
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Recent Books on Marketing 


hedging and the opera- 
tures exchanges is superior in 
nects to some of the books 
1 exclusively to such topics. Mr. 
as written an excellent book. 
ks on industrial marketing 
lished during 1935. Funda- 
Industrial Marketing by 
r Robert F. Elder of the Massa- 
Institute of Technology cov- 
tically the whole scope of the 
which, according to the author, 
he following classes of goods: 
1uipment and installations, ac- 
equipment, operating supplies, 
parts and materials, con- 
r packaging materials, process 
, primary materials, and serv- 
ting of Industrial Equipment 
ard Lester, lecturer at the Uni- 
of Pittsburgh and Assistant 
\lanager of the Westinghouse 
and Manufacturing Company, 
er hand, is limited to the 
of major equipment and 
; and accessory equipment. 
oks were undertaken with 
overcoming the paucity of 
rature in this field. 
thors of Fundamentals of In- 


1 
S¢ ) 


Varketing and Marketing of 


il Equipment, using quite dif- 
itlines, include in the discussion 
ibjects many of the same 
as: the field of industrial 

ng; buying of industrial goods; 
of distribution; market re- 
‘analysis of product, market, 
and distributors; sales 
related topics of 
training, compensation, and 
salesforce; sales promotion 
lvertising, including engineering 
marketing costs, and prices and 
iles. Professor Elder also has 

n “Marketing Abroad” and 
trial Marketing under the New 


n and 





Deal.” Mr. Lester, in addition, has an 
extended introduction, and material on 
specifications and proposals which is 
not duplicated by Professor Elder. 
Fundamentals of Industrial Marketing 
is a well-written, carefully organized, 
analytical treatment of the subject. 
This latter feature is especially to be 
commended. Professor Elder has re- 
corded useful generalizations with re- 
spect to industrial marketing practice; 
these points, made in nearly every 
chapter, should help the beginner in the 
field, and they should be useful to the 
business executive who wishes to review 
his operating practices. The author’s 
failure, however, to cite more of the 
evidence upon which his generalizations 
are based is likely to be considered a 
deficiency by some readers. Chapters 
on the control of the sales organization 
and on the control of marketing costs 
are very stimulating and are filled with 
useful suggestions. In considering the 
author’s examples of sales cost analyses, 
the reader should be warned, more em- 
phatically than he is by Professor Elder, 
that the effect of sales volume on pro- 
duction costs is a pertinent considera- 
tion which should be given some weight 
in reaching a sound decision on the 
profitability or unprofitability of par- 
ticular territories or of cus- 
tomers. As a description of industrial 
marketing, Fundamentals of Industrial 
Marketing is not so comprehensive a 
book as Professor Frederick’s Jndus- 
trial Marketing, published in 1934.9 
Professor Elder’s treatment of mill sup- 
ply firms, for instance, is inadequate. 
The analytical features of Professor 
Elder’s book, however, are not dupli- 
cated in Professor Frederick’s book. 
Marketing of Industrial Equipment, 
though not of as high quality as Funda- 


classes 


® Frederick, John H., Industrial Marketing. New York: 
Prentice-Hall, Inc. 
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mentals of Industrial Marketing, is the 
first book in the field on the subject. 
The continuity of Marketing of Indus- 
trial Equipment could be improved, but 
the book contains many valuable refer- 
ences to practical cases. Probably sales 
managers and students of marketing 
can utilize the facts recorded in these 
cases to advantage. The chapter on 
“Analysis of Product, Market, Com- 
petitors, and Distribution” is good, and 
the author’s experience as a sales man- 
ager is favorably reflected in many of 
his observations on sales management. 

The Elements of Marketing by Pro- 
fessor Converse of the University of 
Illinois and The Principles of Marketing 
by Professor Holtzclaw of the Uni- 
versity of Kansas are descriptive texts 
primarily for use in instruction in the 
introductory college courses in market- 
ing. Elements of Marketing is a revision 
of the 1930 edition, which has been re- 
garded as one of several standard texts 
in the field. Besides the introductory 
and concluding sections, the revised 
edition contains parts on functional 
and commodity approaches, market 
institutions, commodity marketing, 
merchandising, prices, and competi- 
tion. Though the foregoing outline 
differs to some extent from the first 
edition, the content of the book is 
substantially the same. New statistical 
information, a 90-page section of prob- 
lems, and personal progress records 
for the use of students have been 
added. 

The Principles of Marketing by Pro- 
fessor Holtzclaw is confined to de- 
scriptive materials; marketing as a 
management problem is not considered, 
and the amount of material on com- 
modity marketing is limited in extent. 
For these latter reasons the book is 
shorter than Elements of Marketing. 
The author of Principles of Marketing 
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does not add new facts to the liters. 
ture of marketing, and seldom does 
he make new interpretations of marker. 
ing policies. By drawing freely on th 
work of other writers to whom he ha: 
given credit, Professor Holtzclaw liom. 
piles the arguments for and agains: 
particular policies and practices, and 
presents the advantages and disad- 
vantages of specific marketing instity. 
tions, without taking too definite , 
stand on controversial questions him- 
self. In using data, the author was 
often careless in indicating dates and 
sources. ‘The readable style and the 
relative shortness of the text may well 
make this a useable book for many 
the shorter courses in marketing of. 
fered early in the college course. © 
In Marketing of Manufactured Goods, 
Professor Comish of the University 
of Oregon set out to analyze critical): 
the adaptability of the various channel; 
of distribution for manufactured goods. 


answer to the selection of channe| 
depends, among other things, upon the 
policies and financial strength of the 
manufacturer; his volume of business; 
the nature of the product to be sold; 
the customs of the trade; the time 
marketing; the probable strength o! the 
opposition; the functions, advantages, 
disadvantages, and limitations of eac 
type of marketing agency; and various 
marketing tendencies, seems quite rea- 
sonable. Had the author used business 
cases to illustrate his points, he might 
have made a contribution to the theory 
of business management; at least he 
would have established a sound found:- 
tion for generalizations of significance. 
Instead, so much of his discussion Was 
given to stating advantages and disa¢- 
vantages of the respective outlets tha! 
he added little to the material alrea¢) 
available. 


SS $5 tance 
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Consumer Use of Selected Goods lighting, cooking, and heating. This 
Services, by Income Classes, the information has obvious uses in the 
Foreign and Domestic Com- analysis of the consumer market for 

sented for selected cities re- durable goods. 
iting data on income and Merchandising for Banks, Trust Com- 
. The studies were based panies, and Investment Houses by Pro- 
lata :mulated in the Real Prop- _— fessor Meredith of the University of 
Inventory and a sample Financial Vermont, and former Commissioner of 
Su f Urban Housing. Forinstance, Banking and Insurance of Vermont, is a 
San Diego it was found possible to description of methods used by banks, 
mationontheincomeofap- trust companies, and investment houses 
17% of the families who _ forcreating demand for their services or 

ted their consumption of se- products. 

ible goods. The data were In closing this survey, it seems perti- 
bdivided by owner-occupant nent to suggest that the need for 
tenant families, and racial analytical or managerial studies of mar- 
‘he report shows the relation- _ keting problems is great, and it is to be 
tween income and ownership of _ hoped that future lists will include an 
lities and services, such as _ increasing proportion of such studies. 
materials, heating apparatus, ‘This suggestion can be made without 
facilities, mechanical refrig- __ reflecting unfavorably on the books of 


1utomobiles, fuels used in 1935. 














RECENT LITERATURE OF RETAILING 


BY STANLEY F. TEELE 


N contrast to the outpouring of 
publications inspired by the Na- 
tional Industrial Recovery Act and 
the Codes of Fair Competition, there 
has been a slackening in recent months 
in the number of publications dealing 
with retailing, but an increase in the 
diversity of the topics discussed. The 
wider range of subjects has been notice- 
able not only in the more formal books 
and pamphlets but also in the ephemeral 
literature of the trade press. Thus, the 
publications discussed in this paper in- 
clude two concerned with the long de- 
bated topic of resale price maintenance; 
two devoted to methods and procedures 
of retail accounting and control; two 
presenting studies of retail trading 
areas; and two text books dealing with 
the entire field of retailing. 

In his monograph on resale price 
maintenance in Great Britain,! Profes- 
sor Grether does a real service by in- 
jecting, in a thoroughly dispassionate 
and judicious manner, a description and 
appraisal of British experiences into the 
American controversy on the subject, 
a controversy so often characterized by 
more heat than light. For his facts, 
Professor Grether not only went to the 
published sources, but also spent some 
months in 1933 in interviewing trade 
association officials and business men 
in Great Britain in order to obtain a 
composite view of the actual practical 
results of price maintenance. 

Professor Grether traces briefly the 
recent history of the legal aspects of 
price maintenance in Great Britain, be- 


1 Grether, Ewald T., Resale Price Maintenance in 
Great Britain. Berkeley, California: University of 
California Press, 1935. 77 pp. 90 cents. 
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ginning with the struggle in the book 
and drug trades from the 1890’s to 193 

during which period the courts def- 
nitely upheld the right of individya| 
contract with respect to prices, and 
also gave legal sanction to combinations 
within trades for the purpose of en- 
forcing price policies. Moreover, manu- 
facturers of patented articles obtained 
the right, by attaching the conditions 
of sale to the article or its container, t 

enforce their price policies against par- 
ties not bound by contract. 

After developing the historical back- 
ground of the present legal status 
resale price maintenance in Great 
Britain, Professor Grether discusses t! 
forms of organizations established { 
the furtherance of price maintenance, 
the procedure of enforcement, and its 
effectiveness. With respect to the actual 
enforcement of price control programs, 
the author found notable differences 
among trades. Whereas price mainte- 
nance is almost entirely effective in the 
book and photographic businesses, it is 
weak or negligible in the confectionery, 
dry goods, and grocery businesses, 
while between these extremes lie trades 
with all degrees of effectiveness. Pro- 
fessor Grether’s analysis indicates that 
there are five major causes for the 
differences in the effectiveness in en- 
forcement: (1) the number of dealers t 
be kept in line, the number of manu- 
facturers whose cooperation is needed, 
and the complexity of the trade chan- 
nels; (2) the proportion of the volume 
done by “regular” specialized retail 
outlets in relation to the volume don 
by non-specialized “casual” outlets; 
(3) the nature of the products and their 


* 
%» 











ad 


‘Recent Literature of ‘Keta iling 


rticular reference to their 
use as “‘loss leaders,’’ the 
rtance of price reductions 
the relative importance 
yle, and obsolescence fac- 
existence of a used market; 
ve strength of the elements 
n active opposition to price 
e, notably the consumers’ 
, the corporate chains, and 
nt stores; and (5) the per- 
minent in the particular 


r Grether proceeds to exam- 
effect of resale price mainte- 
the growth of large-scale 
[he consumers’ cooperatives 
the most outspoken oppo- 
control in Great Britain, 

ve moved far in the field of 
ing as an expression of their 
(he estimated proportion 

il sales secured by chains 
tment stores in Great Britain 
terially lower than in the 
States. The author examines 
rades and concludes that 
le, British experience to 
not support the thesis that 
maintenance seriously ham- 
wth of large-scale retail 


final chapters are devoted to 
-run aspects of price mainte- 
he application of British 
) the problem in the United 

States. Professor Grether’s conclusions 


1tot 


ng-run aspects of price main- 

y be summarized as follows: 

tem tends to introduce rigid- 

price structure; (2) there is a 

r manufacturers to establish 

‘ert; (3) there is little evi- 

lealers’ margins on the aver- 

raised by price maintenance; 

{) competition tends to increase unduly 
ber and extent of services 


381 


offered by dealers because economies in 
operations may not be passed on in the 
form of lower prices; and (5) the evi- 
dence with respect to the effect of price 
maintenance upon the general level of 
prices is inconclusive. 

Applying the lessons of British ex- 
perience to the United States, the 
author points out that “‘the obtaining 
of the right of individual contract for 
price fixing would not by itself provide 
the basis for the amount of price stabili- 
zation visualized by many retailers ex- 
cept where there are simple, direct 
relationships. And under these latter 
conditions prices may commonly be 
controlled anyway.” The author further 
emphasizes the conclusion that, even 
with the broadest legal base, price con- 
trols in the United States will be in- 
effective or entirely absent in many 
trades, since there are found here also, 
and to an even greater extent, the 
types of resistance to resale price main- 
tenance present in Great Britain. 

In contrast, Professor Haring’s book? 
is concerned primarily with the methods 
which manufacturers, under existing 
conditions, may use to minimize price 
cutting by retailers. Throughout the 
discussion reference is made almost ex- 
clusively to the problems of manu- 
facturers of trade-marked, packaged 
products in the grocery and drug fields. 
3y implication, therefore, Professor 
Haring indicates that he appreciates 
the limits in the scope of the problem, 
but a clear exposition of those limits 
might well have added weight to the 
solutions advanced. 

In his early chapters, Professor Har- 
ing defines the type of price cutting 
with which he is concerned, pictures the 
structure of retail trade, discusses the 
2 Haring, Albert, Retail Price Cutting and Its Control 
by Manufacturers. New York: The Ronald Press Com- 


pany, 1935. 247 pp. $3.50. 
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objectives of the price-cutting retailer, 
describes the growth of private brands, 
and measures the keenness of the prob- 
lem confronting the manufacturer. 
The statement of definition runs as 
follows: 


Predatory price cutting occurs where the 
margin on an individual item is less than 
the average cost of doing business for the 
particular retailer upon that specific type 
of merchandise. . . . Noevil or unethical 
purpose is necessarily involved. 


One may be permitted to regret that 
the word “predatory,” with its thor- 
oughly unpleasant connotations in 
common usage, should have become 
established in this connection. Professor 
Haring maintains a nice balance be- 
tween the viewpoints of the retailer and 
the manufacturer, although his state- 
ment of the ill effects of retail price 
cutting upon manufacturers is entirely 
orthodox. The present reviewer would 
be glad to have cited specific instances 
in which retail price cutting was the 
primary, or even a major, cause of 
failures of manufacturers. In the same 
connection, Professor Haring ascribes 
the growth of private brands almost 
entirely to the desire of retailers to 
avoid intensive price competition on 
nationally advertised brands. Three 
other factors, in the opinion of the re- 
viewer, also have been of great impor- 
tance: (1) the increase in size and 
influence of some retail organizations to 
a point where a particular private brand 
may carry nearly as much weight with 
consumers as the advertised manu- 
facturer’s brand; (2) the inability or un- 
willingness of manufacturers of branded 
advertised products to reduce their 
prices to keep them within hailing dis- 
tance of reduced consumer incomes 
* Gault, Edgar H., Control of the Retail Units of Chain 


Stores. Ann Arbor, Michigan: Business Studies, Bu- 





during the depression; and (3) the con. 
scious or unconscious oOvercapitalizatioy 
by manufacturers of the value of ad- 
vertising by setting prices so far above 
those at which private brands are ayail- 
able to retailers that the disparity 
minimizes the value of the advertising, 

A particularly helpful section of Pro. 
fessor Haring’s book outlines and 
appraises the methods open to manv- 
facturers to minimize and control undue 
price cutting by retailers. Among the 
solutions advanced are: the use of ad- 
vertising so extensively and effectively 
that dealers, whatever their inclination 
may be, are forced by consumer demand 
to carry the product; reasoning with 
price cutters to induce them to abide by 
suggested resale prices; refusing to sell 
to chronic and recalcitrant price cut- 
ters; establishing a system of distribut- 
ing through restricted dealerships; and 
the use of bona fide agencies. 

The methods used by various indi- 
vidual chain store organizations in con- 
trolling the operations of their retail 
units have been the topics of many 
articles in the trade press, but there has 
been need for a quantitative measure- 
ment of the extent to which particular 
methods are in use. This need Professor 
Gault’s study? fills in substantial meas- 
ure. Through personal interviews and a 
study of the articles appearing in trade 
publications, Professor Gault ascer- 
tained for 62 chains operating in 16 differ 
ent fields what the control methods were 
and sought toanswer the question, what 
conditions of operation are influential in 
the determination of control methods: 
Individual chapters deal with the con- 
trol of merchandising, including the use 
of various types of stock plans; the con- 
trol of retail prices, of window display, 
and of advertising; the control of inven- 
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e Ronald Press Company, 1936. 276 pp. 
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3ell has done a distinct service, how- 
ever, in presenting a volume which 
should prove a well-balanced introduc- 
tion to the field. 

Concerned not so much with the in- 
ternal operating procedures of retail en- 
terprises but with the environments in 
which they function, two studies have 
been devoted to an examination of re- 
tail trading areas. The first, Traffic and 
Trade, by Messrs. Paver and McClin- 
tock,® is a very valuable outgrowth of 
the work of the Bureau for Street 
Traffic Research of Harvard University, 
although it is definitely presented as a 
first approximation, or, in the words of 
the sub-title, as an ‘“‘Introduction to 
the Analysis of the Relationship be- 
tween the Daily Habitual Movement of 
People and Their Trade Activities in 
Markets.” 

In practice, retailers have long given 
attention to the relationship between 
traffic and sales potentialities, but there 
undoubtedly are few if any who have 
formulated any measurements as exact 
as those presented in this volume. In 
Part I, a profusion of charts show the 
hourly, daily, weekly, monthly, and 
yearly fluctuations of the flow of traffic, 
the classes of traffic, and the space dis- 
tribution of traffic flow. In Part II, the 
space distribution of retail trade, de- 
rived from census material, is compared 
with the flow of traffic. In particular, 
the relationships between vehicular 
traffic and gasoline sales, and pedestrian 
traffic and soft drink, grocery, and meat 
sales are examined. Part III is given 
over to an exposition of the use of traf- 
fic studies as a means of delimiting 
urban markets and primary trading 
areas. The limits of an urban market 
are set at traffic stabilization points, 








































6’ Paver, John, and McClintock, Miller, Traffic and 
Trade. New York: The McGraw-Hill Book Company, 
Inc., 1935. 137 pp. $4.50. 
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i.e., where the rapid rate of decline in 
the volume of traffic outside a market 
center changes to a sharply lower rate. 
Similarly, the limits of a primary retail 
trade area are established by traffic 
divides, 1.¢., the points of lowest traffic 
volume between urban markets. Areas 
set by this simple method of traffic 
counts have been checked by the 
commonly used methods of consumer 
interviews, origin and destination of 
vehicular traffic, population density and 
population distribution; apparently 
such measures do not yield results 
which differ significantly. Finally, the 
study is concluded in Part IV with 
some suggestions as to the practical use 
in the distribution of commodities to 
which these methods may be put. 

The second study’ of the structure of 
retail trade is based on an altogether 
different but not less useful procedure. 
A large number of studies of retail trade 
areas have been made in the past; the 
special merit of this study of Waseca, 
Minnesota, is its completeness. In addi- 
tion to the usual tabulation of retail en- 
terprises by kind of business and form 
of ownership, a composite balance sheet 
and operating statement for all the re- 
tail enterprises of the city was com- 
piled, patronage motives of urban and 
rural customers were investigated by 
the use of consumer questionnaires, the 
quality of management was appraised 
by several methods, and the degree of 
success in the functioning of the Waseca 
distributive system was evaluated. 

In addition to publications present- 
ing the results of recent studies, brief 
mention should be made of two new 
textbooks on retailing which appeared 
during 1935. Both books are the result 


Cassady, Ralph, Jr., and Ostlund, Harry J., The Re- 
tail Distribution Structure of the Small City. Minneap- 
olis: The University of Minnesota Press, 1935. 107 pp. 
7 Barker, Clare Wright, and Anderson, Ira Dennis, 
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of substantial experience in teachiny 
courses on retailing; the one by Pr. 
fessors Barker and Anderson’ having 
been used for six years in mimeographe; 
form before publication, while Deay 
Brisco’s book® is a revision of his Pring}. 
ples of Retailing published in 1927, 

Both books are clearly designed {o; 
use as texts for introductory courses jp 
retailing; as a consequence they are pri. 
marily descriptive in character. Dean 
Brisco’s book is the more complete, in- 
cluding chapters on such topics a 
Fashion, Insurance, Legal Aspects oj 
Retailing, and Accounting, which are 
treated less extensively by Professors 
Barker and Anderson. With these ex- 
ceptions, each book discusses, after 
introductory chapters on the history 
and scope of retailing, the following 
topics: location, layout, equipment, or- 
ganization, customer demand, marke: 
contacts, buying, receiving, pricing 
marking, inventory methods, stock con- 
trol, merchandise planning, expens: 
control, salesmanship, sales promotion, 
advertising, personnel work, and credits 
and collections. 

To a substantial degree, the criticism 
made with respect to the title of \lr. 
Bell’s volume on Retail Merchandise 
Accounting applies in the case of these 
two textbooks: the material is very 
largely drawn from department stores, 
yet department stores represent 10 
more than 10% of the retail fied, 
whether measured by volume of sale: 
or number of employees. One may b« 
permitted to wish, moreover, that the 
authors had seen fit to depart some- 
what further from the purely descrip- 
tive, and to present more of their own 
conclusions and generalizations wit) 


Principles of Retailing. New York: The McGraw-li 
Book Company, Inc., 1935. 464 pp. $4. ; 
® Brisco, Norris A., Retailing. Revised edition. Nev 
York: Prentice-Hall, Inc., 1935. 666 pp. $5. 
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These adverse criticisms do not bar 
the conclusion that these are highly use- 
ful books which undoubtedly will play 
a prominent part in the teaching of re- 
tailing in many institutions and give 
the practical retailer, immersed in his 
own particular concerns, an opportunity 
to view the fundamentals of his busi- 
ness in their entirety. 
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